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“Do papers get 
lost in YOUR 


files, too? 


“They don’t in OURS 
anymore... 


and here's why: 


“WE LOST A BIG ORDER! The Revere Com- 
pany was one of our best customers — 
until the day I couldn’t put my hands on 
our copy of that cost estimate I gave them. 
By the time we found it, and I called 
back, they’d placed the order elsewhere. 


_>)\O> “THEY INSTALLED IT FOR US. We didn’t 
4) 


even notice the changeover of systems 
being made! Remington Rand experts 
did the work for us — and even trained 
our personnel. We haven’t “lost” a paper 
since our new system was installed.” 


“TIME TO IMPROVE OUR FILING! At first I 
blamed the file girls. Then my office 
manager showed me that we had no 
system — everyone filed according to his 
own ideas! I decided to visit the filing 
experts | Remington Rand. 


“| HAD A REAL CHOICE. After studying 
our routines, the Remington Rand man 
made recommendations — based on 8 
different filing systems. I chose one 
tailored exactly for our needs — fast, 
simple, with foolproof filing controls. 


Systems — Photo Records 
MANAGEMENT CONTROLS DIVISION 


Free Movie Showing for Your Staff . . . 
“IT MUST BE SOMEWHERE” 


Send today for free folder describing the instruc- 
tive new full-color movie on filing problems— 
“IT MUST BE SOMEWHERE”—acclaimed by 
business men and schools. Free showing may be 
arranged through your nearest Remington Rand 
office. Call today. Or write on your letterhead to 
Room 1195, 315 Fourth Ave., New York 10, N. Y. 


Copyright 1949 by 
Remington Rand Ine, 
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Leadership and Values 


HIS YEAR which lies ahead marks the turn into the last 
half of the century. From what I have seen and heard 
during the course of my journeyings among the Chapters 
and members of this Society since last July, I have come 
to believe that this year may also mark the beginning of 
a rebirth of freedom and a return to values which have 
contributed to the forward movement of our Nation and 
our people. 


All through history, the eras of progress of man and 
civilization have been marked by faith in God, in country, 
in fellowman. Today’s mass production era, with its in- 
creased standard of living for us all, has been marked 
by too great a departure from the moral and spiritual 
values in which we all still have a strong basic belief. 
The free money of the late twenties; the depression of 
the early thirties; the prewar years and the years of the 
last war with the prosperity which has followed have 
been characterized by a psychology of forgetting. 


Too many of today’s pleasures offer too little of lasting 
value. We have become so entertainment conscious and 
so interested in getting something for nothing that our 
work, which once was one of our principle interests, is 
now in far too many cases limited to our interest in 
making a living. It may be said that while we once lived 
to work we now, in too many cases, work to live. Neither 
of these concepts are fully acceptable to me. We all need 
balance in our lives, in our activities, and in our interests 
if we are to be healthy and normal and make our con- 
tribution to the society of which we are a part. 


Some place in between there is a happy medium. The 
task of focusing attention on this happy medium is the 


principal job with which management is faced today. 
This is the crux of our human relations problem. Sound 
human relations implies an understanding of the func- 
tioning of our American economic system and the con- 
cepts on which it is based. Effective human relations 
must consider the basic motivations and desires which 
are inherent in us all, and this involves a recognition of 
the basic social and economic desires of each individual. 


A few weeks ago I attended a meeting of the New York 
Chapter and heard Mr. Howard M. Chase, of the General 
Foods Corporation, present a challenge to all thinking 
management men. He said something like this: We are 
living in a supercharged, emotional age. We must there- 
fore deal with emotional attitudes. As business leaders 
we must align ourselves with the great progressive forces 
of history. We must continue to find more and better 
ways to produce more goods and more satisfaction for 
more people. We must remember that periods of freedom 
in the past have been measured in years—serfdom in 
centuries. Let the cowards cling to collectivism. Let us 
have the courage to blaze the trail through effectiveness 
in our operations and continue to provide the greatest 
good for the greatest number the American way. In the 
words of Alfred North Whitehead, “We must produce a 
great age or for a thousand years our civilization will 
sink into a mere welter of minor excitements.” 


This requires management leadership in the true sense 
of the word. Full effectiveness in our economic, social, 
educational, and institutional relationships depends on 
dynamic leadership which derives its power and strength 
from the inspiration of moral and spiritual values. 


E. Birp 
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The 1950 Management 


By Walter D. Fuller 
Joseph H. McConnell 
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Gwilym A. Price 
Charles F. Roos 
Charles Sawyer 
C. R. Smith 
Herman W. Steinkraus 
Leroy A. Wilson 
C. E. Wilson 
Robert R. Young 


Walter Fuller 
President, Curtis Publishing Co. 

The general economy of this country 
at the close of 1949 is on a seesaw. If 
business is going to turn upward, it will 
need power for the climb and that power 
is selling and advertising. We all know 
what will happen if it turns downward 
— there will be unemployment, inven- 
tories will mount, and that will mean 
less sales, still more unemployment, 
closing factories and stores and all the 
rest of the dismal downward spiral. 

In a recent address, Dr. Harold G. 
Moulton, president of the Brookings 
Institution, called attention to the high- 
ly sensitive character of our tax system 
by demonstrating that even a moderate 
recession, such as a 20 percent decline, 
would involve a drop in tax receipts of 
something like 16 or 18 billions of dol- 
lars. If you regard this figure of 20 
percent as a larger variation than we 
are likely to face, cut it in half and the 
resulting tax loss could still easily 
throw us into a dangerous effort to re- 
cover by increasing taxes. This, in turn, 
could result in a sharp reduction in our 
selling expenditures and a weakening 
of our whole economic structure. It has 
been demonstrated many times that our 
economic health bears a very direct re- 
lationship to our national sales effort. 

The trend of events indicates that if 
we are smart and stimulate sales volume 
instead of depressing it we will prob- 
ably have continuing prosperity in 
America. As a matter of fact it is pos- 
sible that we are facing potentially one 
of the most prosperous eras in the his- 
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Chairman of the Board, C. & O. Railway Co. 


tory of our country. High selling and 
intelligent advertising can be one of the 
principal forces in bringing this about. 


Dr. Harold G. Moulton 
President, The Brookings Institution 
Our future prosperity [depends up- 
on] an intensification of technological 
progress increasing productivity 
[and] a constantly broadening distribu- 
tion of purchasing power by an ever- 
improving ratio of prices to wages [i.e., 
higher wages or lower prices]. Unless 
the buying power of the masses, whose 
wants create markets, is progressively 
expanding, business will have to be con- 
tent with a virtually static situation. 
The American economy is not... 
strong enough at present to carry the 
. mounting tax load . . . The con- 
tinuance of fiscal uncertainty and in- 
stability will . . . undermine the system 
of free enterprise, by killing the incen- 
tives to take the risks essential to a 
dynamic, expanding economy. 


Joseph H. McConnell 
President, National Broadcasting Co. 

To those forecasting the business 
weather ahead, there are several bright 
patches of blue in the sky for 1950. 
One is the prospect of better stabiliza- 
tion of production costs. Another is the 
likelihood that consumer income and 
spending will continue at near peak 
rates. A third is the expectation that the 
automotive industry, always a_ bell- 
wether of the U. S. economy, will main- 
tain its production at a high level. 

I would add to this list a fourth 


bright spot for 1950 — and a major 
one — the television industry. 

Receiver manufacturers are expected 
to produce about 3,500,000 sets during 
the year, which will almost equal the 
combined output of the past four years. 
As a result, the present audience will 
be doubled in one year’s time. 

This newest mass communications in- 
dustry demands a tremendous amount 
of raw materials, literally from all parts 
of the country; it demands armies of 
factory workers, technicians, performers, 
and others; and it demands millions of 
dollars to pay for such materials and 
labor. As a large consumer the TV in- 
dustry will invigorate the national 
economy. 

In its productive role, television will 
move mountains of 1950 merchandise 
and services which, under old methods 
of demonstration selling, could be sold 
but dearly and in part not at all. In 
terms of what this means to the great 
and small companies everywhere faced 
with the task of selling harder and 
better, television stands out today as one 
of the brightest hopes of the new busi- 
ness year. 


Neil H. McElroy 
President, Procter & Gamble Co. 
Procter & Gamble is looking forward 
to a good year in 1950. Our brands are 
enjoying strong consumer preference 
and our organization in all branches is 
seasoned and aggressive. No one can 
predict with accuracy the course of gen- 
eral conditions in this country and 
worldwide, but indications are that for 
the first six months at least, business 
activity and personal income will con- 
tinue at high levels-and that in general 
business conditions will be good. Our 
business should share fully in consumer 
spending that would be a part of any 
such favorable economic situation. 


W. L. McGrath 
President, The Williamson Heater Co. 
The most serious threat to our na- 
tional economy remains the threat of 
monopoly. 
A monopoly that has control of the 
output of a product can boost the price 
to suit itself, always keeping output just 
a shade behind demand. It was to pre- 
vent monopolies from thus taking ad- 
vantage of the public that our Congress 
passed our anti-trust laws. 
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Today, organized labor in steel and 
coal are pursuing this identical policy. 
They are in effect dictating prices to 
the American public by controlling out- 
put through limiting number of days 
worked per year. The fact that this is 
done to secure a wage advantage to the 
employees rather than a price advantage 
to the employers, makes no difference 
as far as the effect upon public welfare 
is concerned. 

This policy, if continued and ex- 
tended, will transform our economy 
from one of abundance into one of 
scarcity, give us what amounts to a 
cartel system under the control of or- 
ganized labor, and wreck the efforts of 
competitive enterprise. Management’s 
efforts to earn profits by supplying bet- 
ter products to more people at lower 
cost will come to naught unless organ- 
ized labor is made subject to anti-trust 
laws. 


Marcus Nadler 
Professor of Finance, New York Univ. 
Business activity will be at a satisfac- 
tory level although somewhat lower than 
during 1949. Those industries which un- 
derwent a readjustment in 1949 will do 
better. On the other hand, those indus- 
tries which have not as yet undergone 
a readjustment will do so during 1950. 
On the whole, the first half of the 
year will be better than the second half. 
Competition will be very keen and the 
number of failures will increase. The 
principal task that confronts manage- 
ment today is to increase productivity 
of management, equipment and labor in 
order to prevent a steady erosion in the 
purchasing power of the dollar. 


Gwilym A. Price 
President, Westinghouse Electric 
Corporation 

Granted a few assumptions, I feel that 
we have a firmer foundation for our 
business structure now than we have had 
at any time since the beginning of the 
war in 1941. These assumptions are that 
there will be no prolonged major 
strikes, and manufacturing costs and 
prices generally do not rise much above 
present levels. 

Estimates now are that there will be 
some $18,000,000,000 of new construc- 
tion in 1950, approximately the same as 
for 1949. This, incidentally, indicates 
the need for approximately $750,000,- 


Advanced Management is 
proud to present a new annual 
feature. Here is a preview of 
the new year as seen by some 
of the nation’s top leaders 
from the fields of industry, 


commerce, education, 
search, and science. 


re- 


000 worth of electrical building supplies 
and equipment, about one-third of which 
will be used in residential, commercial 
and other small types of building units. 

In consumer lines, prospects are en- 
couraging for the near future. Inven- 
tories of electrical appliances, for ex- 
ample, are below normal for this time 
of year, largely due to a sharp pickup 
in demand in recent months and short- 
ages of steel that resulted from the eight- 
week steel strike. At Westinghouse, our 
appliance output will be increased about 
15 per cent during the first quarter of 
1950 to help correct this situation. 

Of all the consumer goods, television 
has turned in the most spectacular per- 
formance. The output of all manufac- 
turers in 1949 has been well over 
2,000,000 television receivers, as com- 
pared with 950,000 in 1948 and 185,000 
in 1947. With improved programs, and 
increased broadcasting facilities, televi- 
sion receiver production in 1950 may 
well exceed 3,500,000 sets. 

Initiative and free enterprise have 
paced our prosperity as a nation. Our 
future progress depends upon preserv- 
ing the incentive system that made the 
American way of life a shining example 
for all the world. 


Charles F. Roos 
President, The Econometric Institute, 
Inc. 

Large-scale funding of pensions, 
whether private or public, is impossible 
without seriously disturbing the balance 
between consumption and investment. 
In the first place, the savings which such 
funding operations would build up are 
clearly so far out of line with past 
practice as to suggest complete unwork- 
ability. 

For instance, moderate pensions for 
all persons aged 65 and over could be 
funded immediately if we were willing 
to set aside a little more than half of 
the nation’s total wealth for their pay- 


ment. In the second place, investment 
of these huge savings would force profits 
down sharply and so interest rates. And 
thirdly, to increase savings sharply by 
funding pensions would inevitably lead 
to smaller markets for consumers’ goods 
and services, less investment demand in 
the face of a greater increase in the sup- 
ply of investment funds, and a general 
spiral of deflation, which would cause 
lower production levels and unemploy- 
ment. 


Charies Sawyer 
Secretary of Commerce 

This is an appropriate time to look 
at our philosophy of economic progress; 
to determine whether that philosophy is 
sound enough to provide our people 
with the direction and the inspiration 
to work new and greater miracles in the 
second half of the Twentieth Century. 

As we watch this philosophy unfold 
we see the growing strength of what I 
should like to call the “new liberalism.” 

It is not easy to define or describe an 
economic or social philosophy in a few 
words or even in a few sentences. It may 
be helpful to state the basic idea of the 
“new liberalism”—which is its unifying 
force and which marks it off from the 
older liberalism of the Nineteenth Cen- 
tury. That is the idea of balance, the 
idea that there is a middle ground which 
is best for all in the long run. The older 
philosophy was based upon the concept 
of an extremely atomistic society which 
extolled the individual and all his pur- 
poses and which resulted in a violent 
opposition of the individual to the state 
and society. The collectivist philosophies 
of our day go to the opposite extreme 
of excessive submergence of the indi- 
vidual in society and his subordination 
to the state. We in America cannot 
accept — and have never accepted — 
either extreme. What we want — and 
that is the essence of the “new liberal- 
ism” — is a balanced social and eco- 
nomic system in which the individual 
plays a large part but with full regard 
for group and community interests and 
for the necessary and constructive func- 
tions of the state as the agent of the 
people’s will and the embodiment of 
our democratic ideals. 


C. R. Smith 
President, American Airlines 
First class travel has been declining 
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since the end of the war. Air transpor- 
‘ation has gone contrary to that trend. 
The year 1949 will show substantial 
improvement over 1948 in 
apacity for the industry. 

Substantial increase in the volume of 
air transportation must come from 
lroadening the market further. Amer- 
ican last month (Dec., 1949) began a 
new high density, lower fare service be- 
tween New York-Chicago-Los Angeles. 
‘the fare reduction is in accordance with 
the increased seating capacity of the 
airplane. This will stimulate air travel 
and broaden the market without signi- 
ficantly decreasing income to the air- 
line. This same opportunity, available 
to other carriers, should benefit them 
and the traveling public, so long as the 
service is restricted to routes with the 
potential to support it, and so long as 
rates are in conformance with the cost 
of the service. 

Costs continue to rise. The trend is 
for sales price to go down and basic 
costs to rise, a common problem with 
all industry. 1950 should be profitable 
for the airline industry, but it will re- 
quire due diligence, hard work and good 
management to make the profit actuality. 


earning 


Herman W. Steinkraus 
President, Bridgeport Brass Company 

Based on various information avail- 
able, my opinion is that the outlook for 
business for 1950 is good provided the 
coming session of Congress does not 
take such drastic action that the confi- 
dence of the public, or of business 
leadership, will be shaken. 

] think the American people must 
begin to think in longer terms than the 
next six months or the next year. Im- 
portant and constructive developments 
can usually not be made in such a short 
time, and yet they are very essential to 
the long range well-being of this 
country. 

Hasty action to stimulate business for 
the short range may have harmful im- 
plications for the long range that can be 
very hard to correct. Thus hasty action 
on this pension. matter may readily 
cause difficulties later which will affect 
a wider segment of our economy than 
has already been affected in the coal in- 
dustry by an unwise and unworkable 
pension plan. 

There must be care exercised and 
greater planning on the part of govern- 
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ment, labor, and management, or we 
are apt to find ourselves in an untenable 
position in the long run, brought about 
by haphazard and hasty solutions of 
short-range problems. 

The simple fact that we cannot get 
something for nothing apparently must 
be relearned by all of us. Robbing one 
segment of society to favor another can 
go only so far. United action between 
those affected is much more likely to 
bring answers than results obtained 
through strife. 


Leroy A. Wilson 
President, American Telephone & 
Telegraph Co. 

Overall expenditures for new con- 
struction during 1949 exceeded a billion 
dollars, bringing the cost of the System’s 
post-war expansion and improvement 
program to $4,400,000,000. 

New demand for service continuous 
at a high rate. To meet the needs of all 
customers and improve telephone ser- 
vice further, the Bell companies must 
keep on adding much new plant. 

The System’s inter-city television fa- 
cilities now link 25 cities and_ total 
8,400 channel miles. By the end of 1950, 
the System expects to have 15,000 chan- 
nel miles of TV networks in service, 
connecting a total of 43 cities. 

Mobile telephone service likewise ex- 
perienced substantial growth this year. 
The System is now serving 7,500 cars, 
trucks and other mobile units, with a 
traffic volume of more than 230,000 
calls per month. 

Telephone research continues to yield 
new techniques and devices. One such 
1949 development is an improved tele- 
phone instrument now scheduled for 


field tests early in 1950. 


C. E. Wilson 
President, General Motors 

1. It would seem that we can look 
forward to a good business year for 
1950. We are making plans to produce 
cars and trucks next year at the same 
or slightly higher rate than we did last 
summer. It would not be realistic to 
forecast this high rate of demand con- 
tinuing indefinitely. 

2. It is clear that the nation must find 
some answer for industry-wide bargain- 
ing in those industries where the pros- 
perity of the country is threatened by 
national strikes. The correct solution for 


this problem must be found in the in- 
terests of labor and industry, as well as 
the overall interests of the nation if we 
are to have ten prosperous years instead 
of ten lean years. 


3. We are going to have pension plans 
in business and industry to supplement 
and improve federal plans. Pension 
plans recently negotiated by labor 
unions which have been on the non- 
contributory basis have been referred 
to as free pensions. Actually they are 
forced savings plans as the cost of these 
plans could otherwise have been paid 
out in wages with the same effect on 
costs and prices. 

4. Improved technology and our 
American genius for organizing produc- 
tion and distribution have made it pos- 
sible to reduce the work week from sixty 
hours fifty years ago to forty hours now 
and at the same time raise the average 
standard of living. Efficient business ad- 
ministration and ever-improving tech- 
nology, if they are not interfered with, 
will make it possible in the next ten 
years to underwrite minimum pensions 
without increasing current working 
hours or decreasing the purchasing 
power of an hour’s labor. 


Robert R. Young 
Chairman of the Board, C. and O. 
Railway Co. 

The most important thing that govern- 
ment and business should remember in 
1950 is that we enter'that year at an 
abnormal level of business and employ- 
ment in terms of domestic consumption. 
To the extent that labor and resources 
are diverted to munitions or to exports 
unbalanced by imports, to just that ex- 
tent is our standard of living lower than 
it otherwise would be. 


In making the delayed adjustment to 
peace it will be suicidal for us to be- 
come panic stricken at the first increase 
in unemployment, for premature tinker- 
ing in the guise of emergency to still 
further increase non-productive projects 
can only end in disaster. 


Management must be prepared to 
cheerfully meet and pay further conces- 
sions to labor ad infinitum so long as 
it lacks the imagination or the courage 
to condemn and block those abuses of 
agriculture, politics and foreign policy 
which make for increased price pressure 
on the housewife. 
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The 1950 


Economic Outlook 


by LEO CHERNE 
Executive Secretary, 


The Research Institute of America 


ih New York, N. Y. 


Optimism is the keynote for 1950. 
Competition will be keener but high 
consumer income, healthy psychology 


about spending, 


strong 


low 
construction 


inventories, 
and farming 


trends and the inflationary effects of 

deficit financing are expected to offset 

the negative adjustments that will also 
be at work. 


URING November we polled our more than 30,000 member firms on their 
plans and expectations for 1950. Analysis of this annual survey affords a good 
view of business attitude and action to be anticipated next year. 


WHAT BUSINESS EXPECTS 
The uneven nature of the 1950 outlook is reflected in the following tabulation 


of the first 1,100 replies: 


PROFITS 

SALES IN $ 
SALES IN UNITS 
PRICES 

LABOR COSTS 


COST OF MATERIALS & PARTS 


SALES COSTS 
ADVERTISING COSTS 
BAD DEBT LOSSES 


HIGHER SAME LOWER 


37.1 22.7 40.2 
44.0 24.1 31.9 
48.2 25.4 20.4 
16.6 47.6 35.8 
57.9 35.7 6.4 
30.4 48.9 20.7 
40.2 50.6 9.2 
33.2 57.6 9.2 
29.9 65.7 3.9 


Note these significant differences regarding Sales in Units among manufac- 


turers in various fields: 
Soft lines. 
they'll sell fewer units. 
Producers’ goods. 


Over 60% believe they'll sell more units. tons than 20% think 


Almost the same number of companies expect to sell more 


units as expect fewer units (36%). 


Construction. 


Nearly half the companies anticipate a dip in sales. Only 


16.3% look for greater unit volume. 
These specific expectations do not necessarily jibe with the Institute’s forecast 
for 1950. However, this conflict points up the varied pattern of next year’s 


business. 


1950’s SPECIAL PROBLEMS 

As indicated by management here is 
a run-down of the main challenges and 
how they plan to meet them: 

Sales . . . Two out of five companies 
plan to increase their sates forces. 
Among wholesalers the proportion is 


nearly 50%. Greater sales efforts, more 
canvassing, etc., is anticipated especially 
for consumer durable lines in 1950. 
More advertising . . . Less than 7% 
plan to cut down. Better than one in 
three intends to spend more. Retailers 
(45%) and service establishments 


(41.5%) will be fighting the threaten- 
ing sales dip with greater ad budgets. 

New products . . . Nearly a third 
plan to use new items to strengthen 
competitive position. 40% of manufac- 
turers, mostly of consumer durables and 
producers’ goods, show this interest. 
The receptivity of all the distributive 
trades to new ideas is shown by the 
number of wholesalers (36.4%) and 
retailers (27.1%) who plan to add new 
lines. 

Brand name promotion . . . Whole- 
salers (35.7%) and retailers (30.9%) 
are banking heavily on the pulling 
power of branded merchandise. Inter- 
esting to all levels of production and 
distribution is the 9:1 margin in favor 
of branded goods. 

Redistricting sales territories . . . is 
getting considerable attention (26% 
among wholesalers, 20% among manu- 
facturers) ; undoubtedly reflecting the 
rapid change in area potentials and 
availability of new market data. 

Price cutting, off-season sales, new 
models . . . don’t figure in future plans 
to any considerable extent. 


COST CUTTING . . 


. looms as man- 


agement’s No. 2 problem. This is how © 


the picture shapes up in replies to the 
Pooled Information Survey: 

Added mechanization . . . 37% plan 
to invest in more modern facilities to 
battle next year’s cost-price squeeze. 
Among manufacturers the ratio is 
higher—close to 45%. 

Streamlining plant procedures .. . 
gets almost as high a vote (36%) — 
with manufacturers again in the lead 
(45%), followed by retailers (almost 
24%). 

Material handling . . . takes first place 
among specific targets for cost cutting. 
Over-all, almost two out of five firms 
plan some action in this area. This in- 
terest is shared by manufacturers 
(44.7%), wholesalers (38.5%) and re- 
tailers (35.4%). 

Higher work loads . . . are planned 
by about 30%, with an even higher per- 


centage among retailers and_ service 
establishments. 
Improved office procedures . . . are 


the target of 27.6%; and 18.1% plan 
some type of incentive pay. 


FINANCING .. . The Survey indi- 


cates that most executives are relatively | 
optimistic. No general shortage is likely, | 
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but there will be sharp differences be- 
‘ween equity and loan capital, between 
‘wailability of funds to smaller vs. 
‘arger companies, to firms in one line 
1s against another, etc. 

Capital goods . . . The survey showed 
that 41.9% of the respondents expect 
their capital expenditures next year to 
be equal to 1949. The 29.3% who plan 
to spend less are almost completely off- 
set by 28.8% who plan to spend more. 
Among the manufacturers, slightly more 
see greater equipment needs in their own 
firms than see less. 


WILLING TO SPEND 

Executive opinion gave little evidence 
of hesitating over next year’s commit- 
ments: 

11.6% say they plan to take on 
long-term borrowing 

19.2% plan significant new com- 
mitments in building 

25.5% intend to make significant 
new commitments in machinery and 
equipment. 

An equally encouraging picture re- 
sulted from the question “Compared 
with °49, how do you evaluate your re- 
quirements next year in terms of”: 


Higher Lower Same 
New machinery 


& equipment 28.8 29.3 41.9 
New construction 20.5 32.4 47.1 
Number of 

employees 29.7 22.9 47.4 
Average size of 

inventory 21.4 29.7 48.9 
Credit 23.9 13.5 62.6 


By industries, makers of consumer 
durables and producers’ goods plan on 
heaviest commitments in new machinery 
and equipment. Manufacturers as a 
group seem to have relatively fewer 
construction projects planned, but 
wholesalers and retailers apparently 
will make up some of chis decline. 
Most of the employment gain will come 
from manufacturing and service 
establishments. 


“How are you betting the general 
price level will run over the next 5-10 
years?” showed: 52.8% (higher) and 
47.2% (lower). 

When questioned as to their own 
prices next year, however, these same 
executives are more bearish; only 
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16.6% expect them to be higher, 35.8% 
say they'll be lower, nearly one-half 
(47.6%) look for stable prices. 
WAGE LEGISLATION 

The effects of two recent legislative 
changes were appraised thus: 

89% say their payroll costs will not 
be affected by the new higher minimums 
necessary to qualify employees for exec- 
utive, professional or administrative 
exemptions. 

86% report that the jump in the mini- 
mum wage from 40¢ to 75¢ will not 
affect their employees. In the relatively 
few firms where it will, however, the 


effect apparently will be substantial: 
nearly 5% say that 20% or more of 
their work force will be affected. 
OPTIMISM 

The most important single conclusion 
to be drawn from the survey is that 
American business is confident about 
prospects in the coming year. It’s far 
from unanimous, of course; a substan- 
tial minority, (roughly 1 in 4) expect 
their sales in 50 to be lower. Overall, 
however, business expects sales as well 
as costs to be the same or higher, prices 
and profits to be the same or somewhat 
lower than this year. 


WHAT RIA 


1950 will be a good year for business over-all. The 1949 adjustments aren’t 
over—many firms still face the problem. 


once may be in for a second squeeze. Co 
widespread than it was in 1949. 


But dominant reality will be the cold war, preventing any real dip. Some 
companies will be hurt as prices sag a bit, profits drop a little, and cost increases 
pinch harder. But, net, no sharp downtrend ahead . . . 1950, like 1949, will look 


good in retrospect despite its weaknesses, 


Basic Economic Index 
Gross Nat’l Product ($ billion) 
Nat'l Income ($ billion) 
Employment (civilian; million) 
Unemployment (million) 
Industrial Production ($ billion) 
Retail Sales ($ billion) 
Wholesale Price Index (°26 = 100) 
Retail Price Index (°35-’°39 = 100) 
Corp. Profits (before tax; $ billion) 


*Adjusted for price changes, this represents more units than *48. 
**Consumer index for 1950 will dip an average 5% from today’s 


level. Wholesale prices (aside from 
decline. 


***Smaller, younger firms will keep showing relatively poorer 


profit. 


No sizeable decline seems possible before spring at the very earliest. If a dip 
appears then, it should be substantially eased and shortened by fall seasonal 
factors and government action sparked by the ’50 election. 


In terms of the specific forces that 
will bear directly on your plans, here 
are the factors that are shaping markets, 
sales, costs and prices: 

ON THE UP SIDE... 

First postwar trouble was met fairly 
easily .. . At year-end 1949, every in- 
dex points to sustained high-level busi- 
ness: 

1. Consumer income is running with- 
in 3% of 1949’s record peak .. . It will 


FORECASTS 


Some who have been through the mill 
mpetition will be even keener and more 


Forecast 
Most recent rate 1950 average 
3rd qrtr.1949 Isthalf 2nd half 


256 252-257 245-250 
218.7 216-220 210-215 
59.7 59.5-60.5 59.0-60.5 
3.4 3.5-4.5 4.5-5.0 
166 175-180 170-175 
125* 123-127 118-123 
153.4 150-157 147-153 
169.0** 165-170 158-165 
26.0*** 22-25 18-23 


erratic items) will show less of a 


stay high. Strikes ended before real 
damage. 

2. The GI dividends will have a mag- 
nified psychological effect . . . The $2.8 
billion will be “extra money” .. . will 
probably be spent quickly. 

3. Consumer psychology remained 
healthy through 1949's slide-off. A Fed- 
eral Reserve survey in midyear showed 
a big majority optimistic . . . Consumer 
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buying intentions were as solid as ever. 
Price expectations, though pointing 
slightly downward, were no real ob- 
stacle to purchasing. 

4. Retail sales, as indicated in the 
table above, are encouraging. Special 
promotions of quality goods at popular 
price are well received. With the next 
few months bringing extra cash and an 
expected job rise, retailers can confi- 
dently count on a receptive consumer 
state of mind. 

5. Inventories were low even before 
the steel and coal stoppages. Some re- 
building, in both hard and soft lines, 
was a plain necessity . . . It was the 
basis of the buying surge during the 
early fall “boomlet”. Now, the scarcity 
of coal and steel has piled up demand 
substantially. In many hard lines, buy- 
ing will have to be increased for sev- 
eral months. This will swell payrolls 
and add to the general feeling of con- 
fidence. 

6. Construction and farming will 
probably show some mild decline; but 
basically both are strong — especially 
with government assistance. They will 
continue their major contributions to a 
high-level economy. 

7. Government financing is already 
exerting new upward pressures. Forget 
talk of economy. Deficit now $5 billion. 
More spending coming. No matter how 
serious the long-range effects of this 
deficit financing, it will mean more pur- 
chasing power in 1950, thus add to 
business upturn. 


ON THE DOWN SIDE 

There are many forces on the negative 
side . . . These will offset much of the 
upward pressure, even early in the year. 
Mid-1950 will probably bring a balanc- 
ing out, with a resumption of the grad- 
ual and piecemeal downtrend which 
characterized so much of 1949... 


1. Business spending, already down 
from the high reached in 1948, will 
continue falling through all or most of 
1950 . . . 10%-15% under today. This 
can be a strong deflationary pressure; 
cutbacks in capital goods have been 
decisive in all major depressions. 

But the economy doesn’t seem too 
vulnerable to this possibility . . . Our 
greatly expanded industrial plant needs 
big normal replacement now. And 
growth hasn’t stopped. Also, there are 
still industries which have not caught 
up with war-created lags. Thus, despite 
a continued decline, there’s no reason 
to believe it will precipitate any serious 
recession. 


2. Automobiles, which helped brake 
1949’s downward readjustments, are 
finally getting near their own turning 
point. Timing is uncertain, but 1950... 
probably sooner than later . . . will see 
real competition back. Even if total out- 
put hits five million, this support will 
be weakening. 


3. Exports are another area of the 
economy slated to weaken some. But 
total exports run only about 5% of the 


U. S. gross national product, so that a 
decline here isn’t likely to have any 
important consequences. 


ON BALANCE 

1950 will very closely resemble this 
years pattern. The level of business 
activity won’t be too far from the 1949 
average. Prices will continue erratic, 
but no drastic change in general in- 
dexes. Costs will be as tough to cut as 
they are today. Sales will be good... 
but most companies will have to dig for 
them even harder than in 1949. 

More costly next year than now will 
be failure to trim expenses . . . failure 
to boost productivity and cut down on 
waste. Shortcomings in distribution, 
production, quality control will hit 
hard. 1950 will present less leeway for 
errors in judging price, market, etc. At 
the same time, aggressive planning will 
pay off for most companies. Watchword 
for 1950: Be alert to first stirrings of 
any market changes; and keep your 
operations flexible so you can quickly 
adapt to shifts. 

Experience in 1949 showed that dis- 
tress situations are only temporary as 


long as the over-all economy remains as — 


strong as it’s likely to be. 

There’s every reason to be cautious in 
planning for the next year, but remem- 
ber many companies in 1949 pulled 
their horns in too fast and too far, thus 
losing business they could have had .. . 


because they lacked the stocks and | 


assortments to cash in on the demand. 


Chapter eligibility requires: 


MODERN INDUSTRY AWARD RULES 


The judges will make their selection on the basis of the following 


factors: 


1. 


Appointment of a Chapter Project Committee with written 
notification of its appointment to the National office, naming 
the Chairman and members and announcing that the Chapter 
is formally entering the competition. Questions concerning the 


eligibility of a project should be directed to the President in 
writing. 


That the project be initiated and carried on as an SAM 
Chapter project. Acknowledgment should be made in the entry 
for any assistance rendered by other organizations. 


The project must meet the requirements stated in the an- 
nouncement of the Award. 


The project must be completed and filed in report form with 
the National office on or before September 30, 1950. The report 
must be complete and prepared in form suitable for publica- 
tion. The judges will make their decision on the basis of the 
report submitted. No further information will be requested in 
by the judges. Each report must stand by itself. No supple- 
mentary information can be accepted after September 30, 1950. 


1. The significance of the results of the project from the stand- 


point of its contribution; the breadth and scope of the project; 
the creative leadership which the project entailed; any self- 
perpetuating interest and activity which the project engendered. 


2. The number of persons included in or influenced directly and 
secondarily by the project. 


3. The completeness and effectiveness of the report. 


4. Demonstrated results. 


The decision of the judges will be final. 


Modern Industry and Advanced Management will have the right 
to publish any of the reports submitted as Chapter entries. 

The winning Chapter will announce through a report to the 
National office, within sixty days after receiving the award, the 
project to the development of which the $1,000.00 award will be 
devoted. 
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Resistance to Change — 


Its Analysis and Prevention 


by ALVIN ZANDER 


Research Center for Group Dynamics 
University of Michigan 


Obvious improvements have some- 
times caused intense resistance. Re- 
search shows that any change may be 
resented unless intelligent planning 


is done in advance to help the 
“changees” understand their own 
feelings. 


N order to derive the benefit from 

research in industrial relations, some- 
one must plan a program of action to 
apply them. When one begins imple- 
menting, he must change the social sys- 
tem in some way. The creation of this 
change can cause the development of 
resistance in those influenced by the 
change. 

First, we shall look at what resistance 
is; second, the conditions that appear to 
be associated with its development; and 
third, some means whereby resistance 
may be prevented or decreased. 


NATURE OF RESISTANCE 

Let us look at some examples of re- 
sistance growing out of administrative 
changes. 

A large number of foremen in a com- 
pany were given training in how to treat 
their men like human beings. They liked 
the course and were eager to apply their 
learnings on the job. The company 
found, however, that relatively few of 
the foremen are really behaving any dif- 
ferently on the job. They know their 
stuff but do not use it. 

In one of the paper-shuffling govern- 
ment agencies a new data form was 
developed which all admitted was brief- 
er, more logical, and easier to use. Yet, 
this department found that the em- 
ployees often omitted much of the data 
needed on this form, their speed of work 


Adapted from a paper presented at the meeting 
of the American Society for Public Administration 
in Washington, D.C. 
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decreased, and they objected to it on 
many insignificant grounds. 

Our favorite example of resistance 
was furnished by a farmer in the TVA 
area. He assured us that he knew all 
about contour plowing, the rotation of 
crops, and the use of what he called 
“phosaphate” for improving the soil. 
He allowed as how these were good 
ideas, “But,” he said, “I don’t do it that 
way.” 

These examples have one common de- 
nominator which might serve here as a 
definition of resistance. They describe 
behavior which is intended to protect an 
individual from the effects of real or 
imagined change. This reaction might 
be to either real or imagined change 
since the resister might be reacting to 
things that were really not changed but 
he thinks were, or fears that they might 
be. If a person believes a change has 
been made, or fears potential change, it 
makes no difference whether or not it is 
true in fact. He will act as though there 
has been a change. 

How can one recognize when resis- 
tance is working? Unfortunately, there 
is no list of typical behavior which can 
be described as the symptoms of resis- 
tance, which, if present, indicate that 
one is dealing with this phenomenon. It 
is the protective function which the be- 
havior is providing which determines 
whether or not a person is resisting, 
rather than the kind of thing he does. By 
the same token, all behavior which op- 


poses change is not necessarily resis- 
tance. Some opposition to change may. 
be perfectly logical and grounded on 
well supported reasons. The behavior 
must be attempting to protect the person 
against the consequences of the change 
in order for it to be resistance. This may 
be clearer if we look at the origin of the 
concept. 
THE HOSTILITY PATTERN 
The term and the concept we are using 
here has been borrowed from psycho- 
therapy. When a therapist is attempt- 
ing to change the behavior of the pa- 
tient, he expects resistance from him. 
The therapist takes the position that the 
pattern of behavior used by the patient 
(which makes him a “sick” person) is 
a means to some satisfaction for him 
even though it also may make him in- 
effective or unhappy. Resistance occurs 
in the patient when the process of 
change (therapy here) comes close to 
being successful. When faced with the 
unpleasant necessity of giving up the be- 
havior he does not like, but somehow 
needs, he begins to balk. He becomes 
silent, blushes, changes the subject, tells 
fibs, comes late to appointments, be- 
comes angry with the therapist, or any 
of a number of similar things. The ther- 
apist watches for the context in which 
these signs of resistance occur since 
these indicate the crucial problems in 
the way the patient sees and deals with 
his world. 
For the administrator, resistance may 
occur under fairly similar conditions. 
When he attempts to create a change the 
administrator may develop, unintention- 
ally, many threats to the person or 
groups with whom he works. The be- 
havior used by the resister may take 
many forms. 
It may take the form of hostility either 
openly expressed or obliquely implied. 
The aggression may be directed against 
the change itself or against the adminis- 
trator. What is done depends on how the 
person can safely resist without further 
endangering himself in that situation. 
Other symptoms of resistance may be 
sloppy effort after the change has been 
made, or fawning submissiveness which 
is a hybrid of applepolishing and 
apathy. It can occur by lowering the 
level of aspiration to an inefficient de- 
gree, discouragement, or the develop- 
ment of unhappy cliques and outspoken 
factions. It is important, however, to re- 
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mind ourselves, that it is the function 
which such actions are performing for 
the person that makes them resistance 
rather than what they look like. 


v 
WHERE RESISTANCE STARTS 

It will be helpful if we look at a few 
conditions conducive to resistance. 

1. Resistance can be expected if the 
nature of the change is not made clear 
to the people who are going to be in- 
fluenced by the change. In one of the 
largest government agencies, a change 
required one department which origi- 
nally had the responsibility of process- 
ing papers involved in contacts with 
certain industries to share this task with 
another office. Announcement of the 
change was issued in a brief statement. 
The immediate reaction was violent ob- 
jection, even though some of the work- 
ers privately admitted that it was a wise 
and necessary move. They were reacting 
to incomplete information. Many peo- 
ple fear incomplete information about 
changes which influence them. It is 
more comfortable to know exactly where 
one stands. 

There is some evidence to support the 
hypothesis that those persons who dis- 
like their jobs, will most dislike am- 
biguity in a proposed change. They want 
to know exactly what they must do in 
order to be sure to avoid the unpleasant 
aspects of their jobs. Some administra- 
tors may attach too much importance to 
the value of information itself. Appar- 
ently they reason that people “ought 
not” to resist the way they do because 
the administrator has told them every- 
thing he thinks is important for them to 
know about the impending change. 

2. Different people will see different 
meanings in the proposed change. Some 
of the resistant reaction described above 
came about because some workers saw 
the change as an indication that they 
had been doing a poor job, others as- 
sumed it meant their office would soon 
be abolished, still others were troubled 
since they were losing some of the 
power they had formerly controlled. We 
tend to see in our world the things that 
we expect to see. Complete information 
can just as readily be distorted as in- 
complete information, especially so if 
the workers have found discomfort and 
threats in their past work situation. 

3. Resistance can be expected when 
those influenced are caught in a jam be- 
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tween strong forces pushing them to 
make the change and strong forces de- 
terring them against making the change. 

4. Resistance may be expected to the 
degree that the persons influenced by 
the change have pressure put upon them 
to make it, and will be decreased to the 
degree that these same persons are able 
to have some “say” in the nature or di- 
rection of the change. In a garment fac- 
tory a change was required. The switch 
meant that workers would be asked to 
change their jobs and in many cases, to 
develop working relationships with new 
people. An experiment was made in 
which three different styles of introduc- 
ing this change were tried out. One 
group of workers were simply informed 
about the change and were allowed to 
ask questions. They developed the most 
resistance as measured by turnover, ab- 
senteeism, and slowness in learning the 
job. Resistance was less in those groups 
who sent representatives to a meeting in 
which the nature of the change was dis- 
cussed and all persons present made 
plans to carry out the change. 

Resistance was least in the groups in 
which those to be affected discussed the 
nature of the change, laid plans for 
making it, and as a total group made 
decisions which were satisfactory to the 
entire group. In this latter group every- 
one participated. They had an oppor- 
tunity to develop their own motivation 
instead of making the change only on 
the basis of orders from the boss. The 
fact that they were able to develop their 
own understanding of the need for the 
change and their own decisions about 
how to do it, reduced resistance most 
effectively. 

5. Resistance may be expected if the 
change is made on personal grounds 
rather than impersonal requirements or 
sanctions. A supervisor posted the fol- 
lowing notice: 

I have always felt that prompt- 
ness is an important indicator of 
an employee’s interest in his job. I 
will feel much better if you are at 
your desk at the proper time. 
Employees responded to this notice by 

appointing a committee to get informa- 
tion which would justify their late ar- 
rival at the office. Many administrators 
can expect trouble in establishing a 
change if it is requested in terms of what 
“T think is necessary”; rather than mak- 
ing the request in the light of “our 


objectives,” the rules, the present state 
of affairs, or some other impersonal re- 
quirement. 

6. Resistance may be expected if the 
change ignores the already established 
institutions in the group. Every work 
situation develops certain customs in do- 
ing the work or in the relations among 
the workers. The administrator who ig- 
nores institutionalized patterns of work 
and abruptly attempts to create a new 
state of affairs which demands that these 
customs be abolished without further 
consideration will surely run into re- 
sistance. 

These are a few of the conditions in 
which resistance might be expected to 
occur. There probably are many others. 


DECREASING RESISTANCE 

Some procedures on the part of the 
administrator might be useful in pre- 
venting or decreasing the resistance 
which arises in a changed situation. Let 
us look at a major principle in prevent- 
ing resistance and some of its basic 
implications: 

Resistance will be prevented to 
the degree that the changer helps 
the changees to develop their own 
understanding of the need for the 
change, and an explicit awareness 
of how they feel about it, and what 
can be done about those feelings. 
This principle implies that the ad- 

ministrator can use resistance as an 
important symptom. Specifically, he can 
use the nature of the resistance as an 
indicator of the cause of resistance. It 


will be most helpful to him as a symp- | 
tom, if he diagnoses the causes for it | 


when it occurs rather than inhibiting 
it at once. The same resistant behavior, 
for example, may indicate that one per- 
son feels that he has lost prestige by the 
change, to another it may mean that he 
has lost power over an area of influence 
which he formerly controlled, and to 
still another it may mean that he fears 
that his friends will think less well of 
him. An administrator must know what 
the resistance means in order that he 
may effectively lessen it by working on 
the causes instead of the symptom. 
There has been a good deal of expe- 
rience in recent years in staff meetings 
and in work conferences like the Na- 
tional Training Laboratory for Group 
Development with the use of a group 
observer. This observer gives to the 
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sroup, and the leaders, information 
about the group and the nature of any 
resistance. In these cases, the data about 
iiself is made common group property 
{or all members to discuss and to use in 
planning better work relations. 

This communication must go in both 
directions. If two-way communication is 
not maintained, negative attitudes cre- 
aied during resistance will tend to 
persist. 

RESTORING UNDERSTANDING 

In a utility company a new office was 
formed with a new set of supervisors. 
The entire staff of supervisors called the 
workers together and scolded them for 
shortcomings in their performance. The 
tone used by the supervisors was so ag- 
gressive that the employees found it 
difficult thereafter to discuss anything 
with them except those topics directly 
related to the effectiveness of produc- 
tion. The workers kept themselves at a 
distance from the supervisors and the 
supervisors made no move to close the 
gap. The result was that distance be- 
tween these two groups made it impossi- 
ble for them to come to any new under- 
standing of each other. This mounting 
hostility was lessened only when the 
personnel department advised a number 
of “gripe-sessions” with small groups of 
workers in which the two levels devel- 
oped a new understanding of each other. 

Another implication in the above 
principle is that there is value in blow- 
ing off steam. The psychologists call this 
a “catharsis.” There is good evidence 
that new attitudes can be accepted by a 
person only if he has a chance to thor- 
oughly air his original attitude. Resis- 
tance to accepting the rigid, and often 
apparently meaningless, rules of mili- 
tary life, showed itself in flagrant viola- 
tion of the rules, often in a most aggres- 
sive manner. Punishment only increased 
the resistance. Relief was provided by 
group sessions in which men were able 
to thoroughly gripe. After this relief of 
tension, they were able to turn to a rea- 
sonable discussion about what they 
could do to learn to live in terms of 
these requirements. It is as though new 
air can be put in the tire only after the 
old air is released. 

A third implication of the earlier ex- 
pressed principle is that resistance may 
be less likely to occur if the group par- 
ticipates in making the decisions about 
how the change should be implemented, 
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what the change should be like, how 
people might perform in the changed 
situation, or any other problems that are 
within their area of freedom to decide. 
The experiment in which three ways of 
introducing a change were tried out 
showed that the workers, who had a 
chance to make a group decision about 
the ways in which the change should be 
made, developed much less resistance 
than did those who were simply called 
together to be told about the change and 
have all of their questions answered. 
What is important here is that the 
workers feel that they have a chance to 
discuss the major factors involved in 
the change, a chance to understand the 
nature of the fears they have in facing 
this change, and a chance to plan what 
they will do to calm their fears. 
SELF-DIAGNOSIS GETS ACTION 

Still another implication is that resis- 
tance will be less likely to develop if 
facts which point to the need for change 
are gathered by the persons who must 
make the change. A number of high 
level supervisors in a utility industry 
came to feel that the workers had many 
negative attitudes about their jobs which 
were due to poor supervisory practices. 
Each supervisor, quite naturally, felt 
that other supervisors were at fault. Top 
management set up a number of study 
groups in which the supervisors first 
learned how they could diagnose the 


causes of these negative attitudes. Each 
supervisor then returned to his own 
work place and gathered facts that 
would be necessary for him to analyse 
the causes of negative attitudes he could 
spot among his workers. Later the 
supervisors came together to report 
their findings. At this meeting their 
enthusiasm for change in their own 
practices was high because they had 
participated in gathering the facts which 
best described their problems. People 
will be more likely to act in terms of 
information they gather themselves than 
in terms of information gathered by 
others and delivered to them. If it is 
clear that a change is indicated in a 
given state of affairs, but the people 
who must abide by the change are re- 
sisting the shift, they can come to see 
it themselves by obtaining the facts 
which properly “case” the situation. 

To summarize, we have said that re- 
sistance is a problem which any person 
who is responsible for social change 
must face. Even though it is strange and 
unexpected behavior, there are causes 
for the development of this phenomenon. 
These causes may be understood, and 
resistance may be prevented, if the ad- 
ministrator will help the changees de- 
velop their own understanding of the 
need for change and explicit awareness 
of how they feel about it, and what can 
be done about those feelings. 


Two-way communication at work. Mr. J. F. Lincoln, President, meeting with 
his employees Advisory Board of the Lincoln Electric Co. 
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N? organization is too big to be ad- 
ministered effectively. Bigness as 
unworkability is a bogey. Efficient size 
depends upon the purpose for which the 
organization is established, plus the nec- 
essary willingness to administer in ways 
appropriate to that size. If the purpose 
demands a giant structure there are ad- 
ministrative methods available to make 
it work. Size presents administrative ob- 
stacles but they are far from insur- 
mountable. 

Of course, there should be a legiti- 
mate objective for large size. There 
would be little value in transforming the 
nation’s small watch or shoe repair 
shops into great continent-wide chains. 
As small businesses they can operate ef- 
fectively with a high degree of inde- 
pendence. There is nothing inherent in 
either the objectives or the methods of 
such businesses which impels them to in- 
tegrate. But interstate telephonic com- 
munication is another matter. Here to 
accomplish the objective of furnishing 
adequate service nationwide organiza- 
tion is indicated. Similarly, to mass pro- 
duce an automobile at minimum cost 
requires extensive integration of the sup- 
porting plants and processes. 
ORGANIZED SIZE 

Perhaps in no field is the effectiveness 
of size so apparent as in defense. Dur- 
ing World War II we effected a high de- 
gree of integration through unified thea- 
tre commands overseas, and through the 
Joint Chiefs of Staff and the active par- 
ticipation of the President of the United 
States. Millions of men were involved. 
Even this was not the most efficient size. 
The United States was also tied closely 
to the Western Allies and their efforts 
were more loosely coordinated with 
those of Russia. The endeavors of mul- 
tiplied millions were thus integrated 
toward common goals. Organized size 
was the margin of victory. 

In large organizations it is possible 
that the actions of constituent units may 
be slowed down in the interests of co- 
ordination. But that “inefficiency” may 
be much more than counterbalanced by 
the contributions of coordination itself. 

It is sometimes contended that an 
organization can become so large that 
it is beyond the comprehension of a sin- 
gle mind. Of course, any man is soon 
lost if he tries to encompass all the de- 


Size and Effectiveness — 


An Administrative View 


by HOWARD K. HYDE 
Author, with Marshall E. Dimock, 


Bureaucracy and Trusteeship in Large Corporations 


Washington, D.C. 


When an organization expands, . it 

creates problems of control and com- 

munication. Administrative techniques 

and special methods of performance 

measurement are two of many man- 

agement tools that make organized 
size effective. 


tails of a large enterprise. But a direct- 
ing executive does not need to know all 
of the details. The larger the organiza- 
tion becomes the more general must be 
the decision of the top executives. No 
single general purpose is beyond one 
man’s comprehension. It is in detail 
where comprehension is lost. 

All this is not to say that size does 
not present administrative problems. It 
does. Size ordinarily denotes complexity. 
Growth often takes place through the 
addition of lines or through extending 
the company’s control toward its sources 
of raw materials or toward further fab- 
rication of its products. This adds va- 
riety and hence organizational com- 
plexity. Similarly, to make use of the 
advantages of training and experience, 
specialization is often highly developed. 
This affects the organization structure in 
order to achieve coordination of these 
specialists. 

POWER TO DECIDE 

With size and complexity, defects in 
organizational structure easily occur. 
Some overlapping and duplication exists 
in the best run firms, but if carried to 
excess the advantages of size are lost. 
Perhaps most serious is the tendency to 
retain centralization in the power to 
make decisions. A large enterprise can- 
not afford the same degree of adminis- 
trative centralization that a small firm 


Adapted from a paper presented at the Annual Meeting of the American Political Science 


Association, Chicago, Illinois. 


can. If information and_ instructions 
have to go through many hierachical 
layers much time is lost and too much 
distortion takes place. 

For the large corporation, the prod of 
competition is greatly modified. Typi- 
cally the pressure is eased and in any 
case the number of competitors is great- 
ly reduced. Moreover, for functionally 
specialized divisions of a large enter- 
prise competitive pressure is reduced 
still further because it is hard to identify 
responsibility. For example, a faltering 
sales program can be due to, or at least 
blamed upon, the manufacturing divi- 
sion or those responsible for product 
design. Diversification of product also 
provides a protection. It is unlikely for 
competitive pressure to occur equally 
strong on a whole line. Some products 
can thus carry other products, and the 
arrival of the whole line be made easier. 
The natural tendency is to slacken the 
pace. 

Size also brings complications in lead- 
ership and human relations. In large 
concerns more than in small ones there 
is a tendency for executives to specialize. 
This means that, unless corrective mea- 
sures are taken, men get to the top of 
the organization knowing their special- 
ties but without the capacity to take the 
comprehensive view. In terms of human 
relations, size separates the rank and 
file from the top executives and tends to 
depersonalize relationships. 
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AOMINISTRATIVE TECHNIQUES 

The experience of many leading cor- 
perations points the way at least to the 
internal administrative techniques to 
meet the difficulties of bigness. With 
increasing size, relatively more attention 
must be paid to organization. In a small 
concern, characterized by frequent per- 
sonal contacts, extreme flexibility in or- 
ganization may work very well. Mutual 
understanding often substitutes for defi- 
nite structure. Large size, on the other 
hand, requires more physical separation. 
Formal structure needs to be developed 
accordingly to minimize misunderstand- 
ings and maximize effective effort. 

What is needed is to group activities 
in such a way that responsibility for re- 
sults may become clear. Accordingly, 
giant corporations commonly organize 
so that a relatively complete product is 
made by subdivisions smaller than the 
corporation itself. Thus the A. T. and T. 
provides nationwide service largely 
through territorial subsidiaries. The 
great divisions of General Motors are 
responsible for manufacturing and sell- 
ing their own lines of automobiles. Such 
“divisional” organization is one of the 
more striking current developments of 
large-scale corporate management. In 
this way major executives have under 
their jurisdiction most of the tools which 
they need to turn out end products of 
the corporation. They can be given 
power and be held responsible in realis- 
tic fashion. Functional coordination is 
commonly provided through specialized 
staff services. 

THE SUPERVISORY “PYRAMID” 
The addition of hierarchical levels is 


an essential accompaniment to the 
growth of a large organization. Try as 
an enterpriser will to maintain only 
direct relationships with his subordi- 
nates, there soon comes a time when he 
must let go and allow intervening layers 
to be constructed. In a great enterprise 
there may be a half dozen or more su- 
pervisory levels in the hierarchy. We 
commonly speak of this as a pyramid, 
but it has a decidedly different shape. 
Doubling the number of levels may ac- 
commodate much more than double or 
quadruple the number of employees. 
The structure has a sharp point and a 
widely flaring base. 

A hypothetical yet realistic example 
will illustrate this. A “pyramid” can be 
construed symmetrically on the assump- 
tion that each supervisor has five super- 
visory and two non-supervisory imme- 
diate subordinates, except the foremen, 
each of whom have seven non-supervi- 
sory subordinates. In such a structure 
the top four layers will include 218 em- 
ployees, still a small business. But eight 
layers will accommodate about 137,000 
employees, a great enterprise more than 
600 times as large. The top three super- 
visory levels and their non-supervisory 
subordinates combined would include 
only 7/100 of 1% of the total em- 
ployees—a very curious “pyramid” in- 
deed. A shift from medium to great size 
can thus be effected with the addition of 
relatively few layers and without the 
creation of a top-heavy overhead. 
DECENTRALIZATION 

Of course for workability, decentrali- 
zation must and does accompany size. 
Realistically it must be admitted that 


decentralization of authority has often 
followed rather than preceded physical 
decentralization of an enterprise. 

Administratively many advantages are 
gained through decentralization of au- 
thority. It makes large organization 
more workable. It facilitates effective in- 
ternal control because it helps prevent 
executives from bogging down in detail 
and instead allows concentration on es- 
sentials. It provides flexibility with 
essential consistency. It makes possible 
better service to customers. Broad gauge 
leaders can be developed under such a 
system. And by bringing decisions close 
to those who must carry them out a sig- 
nificant contribution to morale is made. 
PROBLEM OF COMMUNICATION 

Of the factors which may limit size, 
communication probably is chief. Lead- 
ership, to be effective, must have the 
power of knowledge of what is going on 
in the various parts of the enterprise. 
Similarly each unit needs to know gen- 
eral policies as well as immediate de- 
tails to assure its work being tied in with 
that of the whole. 

The large enterprise loses much of the 
advantage of face-to-face contact which 
a small concern may enjoy. However, 
personal communication may be pro- 
moted through various devices, as ap- 
propriate location of offices, use of 
committees, travel, the telephone, and 
the positive encouragement of officials 
to get together on their own initiative to 
meet mutual problems. Much of this 
communication takes place across hier- 
archical lines. 

Nevertheless, in any large organiza- 
tion the written word must be a main- 


ORGANIZATIONAL 
“DYRAMID” 


Isometric view of an 8 layer organization controlling about 137,000 employees. With the right administrative techniques 
a shift from medium to great size can be affected without the creation of top-heavy overhead. 
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stay. It provides a means of penetrating 
through the various levels of the hier- 
archy as well as of extending over large 
geographic areas. Operations manuals 
and other instructional material are 
common. Many corporations have devel- 
oped employee magazines which attempt 
to enlarge communication in a less for- 
mal manner. Even the annual report has 
undergone a transformation in recent 
years to become more understandable to 
the average stockholder, the employees, 
the general public. 

The basic structure of internal com- 
munication is the hierarchical organiza- 
tion. However, many managers feel that 
they cannot depend upon it exclusively. 
Distortion and blockage develop not 
only through unintentional change but 
also because the interests of executives 
are involved in the information which 
they are expected to communicate. Some 
corporations have established controller 
organizations separate from and roughly 
parallel to the main organization in 
order to provide an independent check. 
Personal circulation and inspection by 
executives or their assistants are fruit- 
ful. Administrative surveys, correspon- 
dence review, work measurement, statis- 
tical analyses, and financial audits are 
other approaches. Sometimes it is re- 
quired that employees’ suggestions be 
transmitted to at least two hierarchical 
levels in order to prevent immiediate su- 
pervisors from smothering ideas or 
criticism. 

The whole process of employee rela- 
tions provides much in the way of 
checking the reliability of the central 
communication system. Appeals, coun- 
seling, collective bargaining, and the 
use of management-employee commit- 
tees are not only useful communication 
means themselves but help reveal dis- 
tortion which may have taken place in 
other channels. Reliable, effective com- 
munication is thus not impossible in 
giant organization. 


YARDSTICKS FOR EFFECTIVENESS 
Various means also have been devel- 
oped to compensate for the dulling of 
the immediate prod of competition. In 
General Motors, for example, attention 
is paid to the percentage of its class 
market which each automobile com- 
mands. The A. T. and T. has developed 
an elaborate performance measurement 
system which is concerned with such 
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things as the average time taken to an- 
swer signals on switchboards, or the 
proportion of installation appointments 
which were kept. These non-financial 
measurements may be identified closely 
with work objectives, which have a bear- 
ing upon financial success but are diffi- 
cult to measure directly in profit terms. 

Research is a fertile source of new 
products to be used in building a more 
diversified line. Because of the threat to 
established products not all improve- 
ments are adopted immediately, or 
even soon. This is one of the more tell- 
ing accusations which can be leveled 
against great corporations. Nevertheless, 
research laboratories have spawned 
many marketed products. 


DEVELOPING ‘GENERALISTS” 

The creation of executive leadership 
is another area in which conscious effort 
must be made in the large enterprise. 
Specialists may be obtained to some ex- 
tent through routine promotion. Gener- 
alists, which giant organizations must 
have for continued success, need to be 
developed. Accordingly, many corpora- 
tions have embarked upon definite and 
rather extensive executive development 
programs — Vicks, General Motors, 
Standard Oil of New Jersey, to name a 
few. Through special selection, training, 
tours of duty, and developmental pro- 
motion, broad gauge executives are ob- 
tained. Decentralized operations also 
make a significant contribution to the 
creation of competent executives who 
can assume increased responsibility with 
confidence. 

Managerial concern with the human 
element has now been extended to in- 
clude all employees. Few, if any, fields 
in management are currently being 
given as much attention as this. The 
more progressive corporations are at- 
tempting to impart more recognition to 
the individual as a person and to act 
less as though workers were cogs or a 
commodity. The growth of powerful and 
extensive labor unions has had no small 
influence in this development. Manage- 
ment has begun to realize that, to avoid 
the costs of labor strife, labor must be 
recognized as human. . 

The impersonalization of the giant 
enterprise is undergoing change in sev- 
eral ways. Foreman instruction includes 
information on the human aspects of su- 
pervision. Employee suggestion systems 


and more participation by workers in 
some of the decisions which concern 
them, such as through labor-manage- 
ment committees, are no longer rarities. 
Attention is being paid even to the small 
groups of which workers are members. 
Some research, as yet tentative, indicates 
that, other things being equal, a worker 
identified with a small work group has 
higher morale than a member of a large 
group. Allowing the many small groups 
to be significant thus has direct impor- 
tance to a great enterprise. 

In terms of security, the large busi- 
ness seems to have an advantage over 
the small one. The giant concern with 
large reserves, a diversified line or an 
essential product, and equipped for mar- 
ket, product and management research, 


can weather economic vicissitudes more _ 


easily than can its smaller cousins.* 
Many of the large companies have de- 
veloped extensive programs including 
such things as pensions, severance pay, 
and job security. These have direct in- 
fluence upon morale and tend to coun- 
terbalance some of the effects of imper- 
sonalization. 


SHOULD SIZE BE LIMITED? 

Many answers have thus been devel- 
oped to the threat to administrative 
efficiency brought on by large size. We 
have sketched only some of the princi- 
pal means; there are numerous, detailed 
elements which have not even been men- 
tioned. It must be recognized, however, 
that large corporations generally do not 
utilize all of the available methods. But 
as size has increased, managerial tech- 
niques have been developed to match the 
internal problems presented. 

If the large concerns are to be re- 
duced in size by government action, such 
action would seem to need to be justified 
primarily on some other basis, such as 
the need for the more effective operation 
of competition as a regulator to protect 


the public. From the standpoint of the | 


efficiency of the general economy a case 
might be made for this, but that is be- 
yond the scope of this article. 

In terms of internal administrative 
efficiency no organization is too large to 
administer, given a justifiable objective 
and a willingness to use appropriate 
managerial methods. 


*Parenthetically, one may well ask how much 
efficiency is lost to the general economy through the 
wasteful process of business failure. 
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How Profits Change 


With Prices and Volumes 


by VERL L. ELLIOTT 


Controller, Atlantic Refining Co. 
Philadelphia, Pa. 


Do you know the “why” of profit 
changes? When distribution strategy 


requires 


forecasting for changing 


markets, can your records present 
an accurate picture of the potential 
result? 


\V HAT is the effect of a change in 

your business — either an increase 
or decrease in prices received or quan- 
tity of goods sold? If you can approx- 
imate the effect on your profits of a 
10 percent change in your business, 
whether it is an increase or a decrease, 
you are to be congratulated. 

It is a regrettable fact that the 
accounts of most companies are not so 
arranged that the above questions can 
be answered readily. In business estab- 
lishments, both large and small, it is 
exceedingly difficult for accountants and 
operating managements to be sufficiently 
well informed of every detail as to pre- 
dict accurately the effect of changes in 
their business. 

Changes in profits may be divided 
into three main causes: 


1. Selling prices 


2. Quantity 
sold 


3. Cost (a. Fixed, b. Variable) 


The selling prices and quantity of 
goods sold usually do not present any 
difficulty to obtain. Proper costs have 
always been very difficult to ascertain 
in most businesses where extensive 
manufacturing processes are used. If 
one or a few raw materials are used to 
produce a large number of finished 
products, cost problems increase mate- 
rially. One of the most difficult cost 
problems arises when it is desired to 
know how much costs will change if the 
quantity (volume) of goods increases or 


(volume) of goods 
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decreases — say 10 percent from the 
normal quantity manufactured and sold. 


FIXED AND VARIABLE COSTS 
Unfortunately for the cost accountant, 
all items of costs do not increase or de- 
crease alike when the quantity of goods 
produced changes. A study of the dif- 
ferent elements of costs soon reveals 
that some costs increase directly in pro- 
portion to the increased quantity of 
goods produced. This kind of a cost is 
a variable cost, since it varies almost 
exactly with the changes in quantity of 


goods made. Purchased raw material 
from which the products are manufac- 
tured is usually a variable cost. Piece 
work payroll costs are another example 
of variable costs. 


The study will reveal also that there 
are some costs that do not change with 
a moderate increase or decrease in the 
quantity of goods manufactured. This 
kind of a cost is a fixed cost. Salaries, 
real estate taxes, and depreciation (if 
on a life basis) are usually regarded as 
fixed costs. 


SELECTING PROPER COST CYCLE 

Before leaving the discussion of fixed 
and variable costs, on which a whole 
article could well be written, it should 
be said that some expenses are semi- 
fixed or semi-variable. A manufacturing 
company may have a power contract 
with a public utility company, which 
provides for a minimum charge of 
$1,000 per month, and the rate for 
electricity may decrease per kilowatt 
hour in step rates or brackets as more 
current is used. The minimum charge of 
$1,000 per month is a fixed expense 
since it must be paid regardless of the 
quantity of goods manufactured. The 
other portion of the power bill is a 
variable expense. 

If proper unit costs are to be ascer- 
tained, the proper cost cycle must be 
selected. Most accountants are accus- 


EFFECT CF PRICE CHANGE UPON NET PROFIT 
Normal: Sales of 160,000 Units et $1.00 Per Unit. Investment of $200,000 
DECREASE NORMAL INCREASE 
(Costs 75% Fixed at Normal Volume) 20% 10% VOLUME 10% 20% 
COMPANY $80,000 $109 ,000 $110,000 $120,000 
Variable Costs 21 ,000 21,000 21,000 21,000 
Cc Marginal Balence 59,000 79,000 89,000 99,000 
Fixed Costs 63,900 63,000 63,000 63,900 
Profit $ 4,000* $ 16,000 $ 26,000 $ 36,000 
Chenge in Profit -125.00% +62.50% +125.00% 
Profit on Investment 2.008* 8.00% 13.00% 18.00% 
Breek-Even Point In Seles $s $85,424 $ 79,747 $ 77,865 $ 76,364 
(Costs 50% Fixed at Normal Volume) 
MPANY  ssies $90,000 $100,000 $110,000 $120,000 
Col A Variable Costs 42,000 42,000 42,000 42,000 
B Marginal Belance 48 ,000 58,000 68,000 78,000 
Fixed Costs 42,000 42,000 42,000 42,000 
Refer to 
Chart I Profit $ 4,000° ¢ 6,000 $ 16,000 $ 26,000 $ 36,000 
Change in Profit -125.00% -62.50% +62.508 +125.008 
Profit on Investment 2.00%" 3.00% 8.00% 13.00% 18.00% 
Break-Even Point in Sales $s $38,421 $78,750 $ 72,414 $ 67,941 $ 64,615 
(Costs 25% Fixed at Normal Volume) 
Sales $80,000 $90,000 $100 ,000 $110,000 $120,000 
COMPANY Variable Costs 63,000 63,000 63,000 63,000 63,000 
“ A" Marginal Balance 17,000 27,000 37,000 47,000 57,000 
Fixed Costs 21,000 21,000 21,000 21,000 21,000 
Profit $ 4,000* $ 6,000 $ 16,000 $ 26,000 $ 36,000 
Change in Profit -125.00% -62.50% +62.50% +125.00% 
Profit on Investment 2.008" 3.00% 8.00% 13.00% 18.00% 
Break-Even Point in Sales $s $98,824 $70,000 $ 56,757 $ 49,149 $ 44,212 
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EFFECT OF PRICE CHANGE UPON NET PROFIT 


(FIXED COSTS 50% OF TOTAL AT NORMAL VOLUME) CHART | 
(ANNUAL Basis) 
M COMPANY “8” PERCENT PROF, 
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tomed to compiling costs on the basis 
of a calendar year or some division 
thereof, such as the monthly, quarterly, 
or semi-annual period. Sometimes a 
longer period than a year is necessary 
to provide a complete cost cycle. Some 
pieces of equipment require shutting 
down and major repairs every eighteen 
months, in which event a single yearly 
cost statement is quite unsatisfactory for 
obtaining proper costs. In the case of 
marine transportation, the periodical 
four-year trips to dry dock, where ex- 
tensive repairs may be made, will 
greatly influence costs unless proper 
reserves are provided for these repairs. 
These are not depreciation reserves, but 
are special reserves for dry docking or 
major repairs. 


TABLES AND CHARTS 

The three tables appearing on the 
following pages show the effect on 
profits of companies having different 
percentages of fixed and variable costs. 
Company “A” has fixed costs of 25 per- 
cent (variable costs of 75 percent), 
Company “B” has fixed costs of 50 per- 
cent, and Company “C” has fixed costs 
of 75 percent when operating at normal 
capacity. All three companies have the 
same net investment of $200,000 and 
their normal business consists of selling 
100,000 units at $1.00 per unit, result- 
ing in a profit of $16,000 each, or a 
profit of 8 percent on the net investment. 
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PRICE IS MOST POTENT FACTOR 
Sometimes the “Captain” of an indus- 
try foolishly thinks (and sincerely be- 
lieves) that a 10 percent increase in 
quantity (volume) of goods sold will 
offset a 10 percent decrease in price, and 
operates his business accordingly. Soon 
he finds that his “figuring on the cuff” 
method of budgeting or forecasting 
profits is “all wet.” He is bewildered 
but does not know where the error is. 
Table I shows the effect of price 


changes upon net profit. Chart I shows 
the effect of price changes for Company 
“B” which has fixed costs of 50 percent 
and variable costs of 50 percent at nor- 
mal capacity of 100,000 units. It will 
be noticed that a 10 percent increase in 
price (with no change in quantity sold) 
increases the profit $10,000, which is a 
profit increase of 62.5 percent. 

Table II shows the effect of volume 
(quantity) change upon net profit. 
Chart II is made from the figures of 
Company “B”. It will be noted that for 
Company “B” a 10 percent decrease in 
price, as shown in Table I, the profit 
was decreased by $10,000 or 62.5 per- 
cent, whereas a 10 percent decrease in 
volume (quantity) decreases profit by 
only 36.25 percent, as shown in Table 
II. A study of the figures in Tables I 
and II will reveal that changes in prices 
will affect profits more than a similar 
change in volume, whether the company 
has fixed expenses of 25 percent, 50 
percent, or 75 percent. 

Therefore, selling price is more im- 
portant than quantity sold as far as 
profits are concerned. 

When a company’s costs are 50 per- 
cent fixed and 50 percent variable at 
normal capacity (per Company “B” in 
Table I and II) an increase of 20.83 
percent in quantity of goods sold is 
necessary to offset a 10 percent decrease 
in the unit selling price. If costs are 25 
percent fixed and 75 percent variable, 
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TABLE 
EFFECT OF VOLUME CHANGE UPON NET PROFIT 


Normal: Sales of 100,000 Units at $1.00 Per Unit. Investment of $200,000 


DECREASE NORMAL TYCREASE 
(Costs 75% Fixed at Normal Volume) 20% 10% VOLUME 1% 20% 
MP, Sales $80 ,000 $90 ,000 $100 ,000 $110,000 $120,000 
coh ANY Variable Costs 16,800 18,900 21,090 23,100 25,200 
Marginal Belance 63,200 71,100 79,000 86,900 890 
Fixed Costs 63,000 63,000 63,000 63,000 63,000 
Profit ~ $ 200 $ 8,100 $ 16,000 $ 23,900 $ 31.800 
Change in Profit -38.7' 38% #49. 38% +98 
Profit on Investment l 4 OF 8.0% 11.9% 15 of 
Brenk-Even Point in Sales $s $79,747 $79,747 $ 79,747 $ 79,747 $ 79.747 
(Costs 50% Fixed at Norms] Volume) 
OM! Sales $80 ,000 $90 000 $100,000 $110,000 $120,000 
PANY Variable Costs 33,600 37.800 42,000 46,200 50,400 
B" Merginsl Belance 46,400 2,200 58 ,000 63,800 69,600 
Fixed Costs 42,000 2,000 42,000 42,000 42,000 
Chart IT Profit $ 4,400 $10,200 $ 16,000 $ 21,800 $ 27,600 
Change in Profit -72.50% 36.296 + 36,258 +72.50% 
Profit on Investment 2.20% 5.10% 8 00% 10.90% 13.80% 
Break-Even Point in Sales $s $72,414 $72,414 $ 72,414 72,414 $ 72,414 
(Costs 25% Fixed at Normal Volume) 
‘OM Seles $80 ,000 $90,000 $100,000 $110,000 $120,000 
COMPANY Variable Costs 50,400 56,700 63,000 69,300 75,600 
Marginal Belance 29,600 33,300 37,000 40,700 44 400 
Fixed Costs 21,000 21,000 21,000 21,000 21,000 
Profit $ 8,600 $12,300 $ 16,000 $ 19,700 $ 23,400 
Change in Profit -23.1% +23.1% 
Profit on Investment 4.30% 6.15% 8.00% 9.8% 11.70% 
Break-Even Point in Sales $s $56,757 $56,757 $ 56,757 $ 56,757 $ 56,757 
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it is necessary to increase the quantity 
of goods sold by 37.04 precent to offset 
« 10 percent decrease in the unit selling 
price. 


BREAK-EVEN POINTS VARY 

The amount of sales necessary to 
break-even, i.e., point at which there 
will be neither profit nor loss, is ascer- 
tained by dividing the dollars of fixed 
expenses by the marginal balance (sales 
price less variable cost per unit). 

Example: Chart I shows Company 
“B” at normal volume has fixed ex- 
penses of $42,000. The unit selling price 
is $1.00 and the variable costs are 42¢, 
resulting in a gross margin (sometimes 
called contribution toward profit) of 
58¢ per unit. Accordingly, the $42,000 
— 58¢ — 72,414 units of sales neces- 
sary to break even. To ascertain the 
sales dollars necessary to break even, 
multiply the number of units by the 
selling price. 


INVERSE CHANGES OF PRICE 
AND VOLUME 

Table III and Chart III show the 
effect of inverse changes of price and 
volume (quantity) of goods sold on 
profits. It will be noted that Company 
“B” (with 50 percent fixed costs at nor- 
mal volume) may increase profits by 


EFFECT OF VOLUME CHANGE UPON NET PROFIT 
(FIXED COSTS 5O%0F TOTAL AT NORMAL VOLUME ) 
(ANNUAL BASIS) 


CHART II 
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decreasing the volume if a correspond- 
ing increase in price can be obtained; 
but that profit decreases if the volume 
of goods sold increase is accompanied 
by a corresponding decrease in price. 
Table III and Chart III again em- 
phasizes that selling price is more im- 
portant than quantity sold, profitwise. 
Chart IV is familiar to all good ac- 
countants. It shows graphically the 


ABLE III 


v 
EFFECT OF LYVERSE CHANGES OF PRIGE AND VOLUME UPON NET PROFITS 


Normal: Sales of 100,000 Units at $1.00 Per Unit. Investment of $200,000 
VOLUME DECREASE & VOLUME INCREASE & 
PRICE INCRLAS NORMAL PRICE DECREASE 
(Costs 75% Fixed at Normal Volune) 20% 1% VOLUME 1% 
OM Y Sales $96,000 $99,000 $100,000 $99,000 $96,000 
C ran Variable Costs 16,800 18,900 21,000 23,100 25,200 
Marginal Balance 79,200 80,100 79,000 75.900 70,800 
Fixed Costs 63,000 63,0C0 63,000 63,000 63,000 
Profit $16,200 $17,100 $ 16,000 $12,900 $ 7,800 
Change in Profit +6.88% -19.37% 
Profit on Investment . 8.55% 8.00% 6.45% 3. 
Break-Even Point in Sales ¢s 276, $77,865 $ 79,747 $82,174 $85,424 
(Costs 50% Fixed ot Normal Volume) 
OMP, Sales $96,000 $99,000 $100 ,000 $99,000 $96,000 
‘ANY Variable Costs 33,600 37,800 42,000 46,200 50,400 
Marginal Balance 62,400 61,200 58.000 52,800 45,600 
Fixed Costs 42,000 42,000 42,000 42,000 42,000 
Refer to 
Chart III Profit $20,400 $19,200 $ 16,000 $10,800 $ 3,600 
Change in Profit 27.50% 32.50% -77.508 
Profit on Investment 10.20% 9.60% 8.008% 5. 1. 
Break-Even Point in Sales $s $64,615 $67,941 $ 72,414 $78,750 $88,421 
(Costs 25% Fixed et Normal Volume) 
Sales 396,000 $99,000 $100,000 $99,000 $96,000 
COMPANY Veriatle Costs 50 , 400 56,700 63,000 69,300 75,600 
Merginal Balance 45,600 42,300 37,000 29,700 20,400 
Fixed Costs 21,0C0 21,000 21,000 21,0C0 21,000 
Profit 324,600 321,300 $ 16,000 $ 8,700 $ 600° 
Change in Profit *33.13% -45.62% -103. 755 
Profit on Investment 12.30% 10.65% 8.00% 4.3% 
Bresk-Even Point in Sales $s $44,211 $49,149 $ 56.757 $70,0C0 $98,624 


* Denotes Red Figure (Loss) 
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paradox that total fixed costs become 
variable cost per unit and total variable 
costs become fixed costs per unit. 


CONCLUSION 

The principal purpose of this article 
has been to demonstrate that price is a 
more important factor than quantity or 
volume of goods sold under the condi- 
tions described. It is hoped that the re- 
marks pertaining to the division of costs 
into the fixed and variable elements will 
stimulate interest in this direction, so 
that those controllers who have not yet 
separated their costs accordingly will 
give serious consideration to it. This 
knowledge is a valuable tool to man- 
agement, if properly used. When a con- 
troller has this information concerning 
his company, he is in a position to fore- 
cast the result of any contemplated 
change in the business. He knows the 
“why” of profit changes. 


When fixed and variable expenses 
have been separated, the controller can 
prepare “break-even” charts for the 
business showing the results of changes 
in selling prices, raw material costs, 
manufacturing, and selling expenses, 
whether they happen one at a time or 
in combinations. As shown in Chart II, 
the profit on investment can readily be 
ascertained for any quantity of goods 
sold at any predetermined selling price. 
Expressed otherwise, the profit (or loss) 
can be predetermined with the same de- 
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gree of accuracy that other facts of the 
business are known. 

There are no secrets about how to do 
it, and no complicated mathematical 
formulas are involved—just plain arith- 
metic. Executives who will not read or 
listen to volumes of figures are frequent- 
ly fascinated by the “break-even” charts. 

Did the late John D. Rockefeller have 
this principle in mind when, many years 
ago, he said: 

“I knew where I stood at the close of 
every business day. I charted my course 
by figures, nothing but figures. I never 
felt the need of scientific knowledge, 
have never felt it. A young man who 
wants to succeed in business does not 
require chemistry or physics. He can 
always hire scientists. No, he should 
study figures, figures, figures, and apply 
them to his business. What does he in- 
tend to sell or manufacture and how 
many will buy his product? Let him 
first take paper and pencil and study 
his market and its possibilities. Figures 
come first, always.” 


EFFECT OF INVERSE CHANGES OF PRICE AND VOLUME UPON NET PROFITS 
(FIXED COSTS 50% OF TOTAL AT NORMAL VOLUME) 


(annual 8aSis) 


CHART III 
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Emphasis is on selling price more than quantity sold. 
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T T T T T T 
COST PER UNIT AT VARIOUS SALES VOLUMES 


BASIS 


CANNUAL BaSIS ) 


CHART IV 


SYMBOL 


Illustrating the paradox that total fixed costs become variable cost per unit and total variable costs become fixed costs per unit. 
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FIXED NON CASH $8400 PER PERIOD 
FIXED CASH 54,600 
VARIABLE CASH 21% “ UNIT 


(75%FIXED AT 100,000 UNITS) 
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yRODUCTIVITY is the key to low 
cost operation. The more product 
turned out per man-hour, the lower the 
cost, and reducing the cost per unit of 
product is the primary objective of cost 
control. 

Our ability to increase productivity 
and, as a result raise our standard of 
living, is the one thing that has set our 
country ahead of all the others. 

What about the future? Will we do 
as well or better in the next thirty or 
forty years? Some insight into manage- 
ment’s thinking can be gleaned from 
“The Executive Forecast” published by 
Fortune in January of 1949. This fore- 
cast showed that management expected 
productivity to change as follows: a 


Increase 18% 

| aay same 1070 Yardstick No. 1—The Standard Hour 
Decrease 11% of Production is the cornerstone for 
; effective Cost Control. A fresh look at 
No estimate 1% an old subject that many talk about 


but few do anything about. 


. 
| reduce the processing cycles to provide and can tell you what actions are al- denominator that can properly evaluate 
1 quicker and more reliable deliveries. ready underway to bring actual costs in each of the several products, and the 
unit. | Better control of costs is a must in line with the standards. operation of the departments or divi- 
ENT | 


Thus, while 40% of the executives 
expected their own sales to decrease, 
53% expected lower profits and 57% 
had already experienced lower backlogs 
of orders. All are interesting figures but 
nowhere near as significant as the fact 
that 70% of the executives could see no 
improvement coming in labor produc- 
tivity and 11% even expect it to be 
lower. This type of thinking is not the 
kind that has made the United States of 
America the envy of the world. 

The trend toward lower costs has been 
reversed substantially during recent 
years due principally to the void exist- 
ing after the war. Productivity and costs 
in many cases have been secondary con- 
siderations in our efforts to get out pro- 
duction. Now that the excessive demand 
for any and all products is satisfied we 
are once again confronted with a need 
for simultaneously bringing prices back 
into line and improving quality and 
service. 

The sum total of these conditions 
emphasizes the need “For driving with 
a tighter rein’”—for better control of 
plant operations. Better control of the 
flow of material through the plant is 
needed in order to operate with reason- 
able inventories and, at the same time, 


JANUARY 1950 


order to maintain profitable operations 
as price and volume recede. 


BASIS FOR COST CONTROL 

Effective control of plant operations 
and costs, however, does not consist in 
informing the top executives by word of 
mouth of all of the details and all of 
the reasons and alibis for any unfavor- 
able results or the lack of accomplish- 
ment and progress. Nor does it mean 
accumulating an elaborate set of his- 
torical records periodically to determine 
where the money went. Instead, it im- 
plies establishing several soundly con- 
ceived current control figures that the 
top executives can use to gauge the pro- 
gress being made and to direct activities, 
while the burden of controlling the de- 
tails is placed directly on the foremen 
and departmental supervision. 

For example, the control of costs 
consists in having a Standards Depart- 
ment that analyzes the details and tells 
you what the costs should be in relation 
to volume; a Cost Department that tells 
you currently what the costs actually 
are; and a supervisory force that fully 
understands the important part it plays 


Under such an arrangement, the time 
standards developed for wage incentive 
are the most important single control 
since they should serve as the founda- 
tion upon which the entire cost structure 
for the plant is built. If the time stand- 
ards are used only as a basis for paying 
incentive to employees then only a frac- 
tion of their value is being utilized. 

In my opinion, the Standard Minute 
or Hour of Production is the best com- 
mon denominator that can be used 
reliably for reporting cost and produc- 
tion figures for comparative and control 
purposes. Of course, if the production 
consists only of filling barrels with one 
grade of oil and the barrels are all the 
same size, then a barrel might be con- 
sidered a unit of measurement, and cost 
and production could be reported in 
terms of barrels of oil. However, since 
most plants make a variety of products 
involving many diversified parts and 
operations, performed in several depart- 
ments or divisions, this type of control 
is entirely inadequate. In most cases, 
the Standard Minute or Hour of Pro- 
duction, which should define a specific 
amount of work, is the only common 
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sions. It represents a specific amount of 
work expended in transforming mate- 
rials into saleable products. It has 
stability and will not change over a 
period of time since it is not affected by 
efficiency of performance, changes in 
wage rates, nor price fluctuations caused 
by competitive conditions. 

Sales dollars, labor dollars, labor 
hours, tonnage, etc., are all possibilities 
as common denominators, but denomi- 
nators of this type are liable to be as 
variable, if not more so, than the cost 
to be controlled. For example, in the 
case of actual direct labor hours, there 
is no reason for any constant relation- 
ship to exist between the actual time 
taken and the amount of work produced. 
Added to this, the actual direct labor 
hour is distorted frequently due to ab- 
sorption of waiting, rework, scrap, extra 
operations and indirect work in this 
time. The actual direct labor dollar is 
even more variable since, in addition to 
the short-comings of the actual direct 
labor hour as a basis for distributing 
various overhead items, there are added 
the effects of general wage increases and 
merit increases. 


DIRECT STANDARDS 

When the importance for having a 
sound common denominator is under- 
stood, we begin to appreciate more fully 
the value of good time standards. Good 
time standards are obtained by follow- 
ing good measurement practices. In 
general these require 


1. That the time standards be con- 
sistent. 

2. That the cost of setting time stand- 
ards be a minimum with high 
coverage on both repetitive and 
non-repetitive work. 

3. That adequate records be prepared 
in such a manner as to be readily 
explained at any time. 


The need for consistent time stand- 
ards takes on added significance when 
they serve as a basis for incentive, and 
for the control of plant operations and 
costs; for establishing overhead rates, 
budgets and selling prices; for planning 
and scheduling production; for indirect 
and supervisory incentives; for fact 
findings for many managerial decisions; 
and for properly allocating costs to lines 
of products. 
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INDIRECT STANDARDS 

It is now generally accepted in indus- 
try that direct labor can be measured 
and the trend is toward greater use of 
time standards for indirect labor. The 
best control and the lowest costs come 
from direct measurement of work, both 
direct and indirect. Many indirect costs 
can be measured directly, for example, 
toolroom work, some forms of main- 
tenance work, material handling, pack- 
ing, office work, timekeeping, some in- 
spection routines, training, etc. The 
problems in these cases are similar to 
those encountered with direct work ex- 
cept that the administration may be 
somewhat more involved. 

Where for good reasons, the applica- 
tion of direct standards to indirect work 
is not economical, for example on super- 
vision and on some clerical work, usual- 
ly a relationship between the indirect 
work and cost and the volume of pro- 
duction in the department or plant can 
be developed. These relationships should 
be established from time studies and 
detailed analyses. 

Finally, where the problem is very 
complex or the amount of indirect cost 
is small, as sometimes occurs for ex- 
ample in the case of supplies and ma- 
chine maintenance, budgeting is used. 
Budgeting consists of using historical 
costs and developing a relationship be- 
tween these costs and the volume of 
production. In establishing budgets, the 
old costs should be analyzed thoroughly 
and corrections and adjustments should 
be made as required to finally determine 
the proper historical relationship be- 
tween cost and volume. The only justifi- 
cation for resorting to historical records 
lies in the thesis that any form of con- 
trol is better than no control. 


REPORTING 
We all appreciate the need for proper 
timekeeping, I think, in conjunction 
with wage incentives since it is obvious 
that the value of good time standards is 
lessened by unreliable timekeeping. The 
same holds true for all elements of cost. 
Reliable allocation of changes at the 
source is required to maintain control. 
This immediately adds new importance 
to the timekeeping functions and re- 
quires that the timekeepers and_ the 
supervisors thoroughly understand the 
several accounts that have been estab- 
lished and the need for conscientiously 


reporting charges properly. The use of 
“miscellaneous” as a catch-all should 
not be tolerated nor should waiting 
time, extra operations, rework, material 
handling, etc., be charged against the 
production orders as direct labor. Con- 
trol is being exercised only when the 
excess costs are known and corrective 
action is taken to reduce and ultimately 
eliminate the excesses. 


CONTROL 

Earlier, some mention was made that 
the elements of good cost control re- 
quire the use of several soundly con- 
ceived control figures. Included in this 
group might be the average percent 
performance of the incentive operators 
in the department, the percent of direct 
work on standard, the percent capacity 
used, the percent of direct labor excess 
costs, the percent of indirect excess 
costs, and the percent total excess costs. 
The most significant control figures, 
however, are those related to the cost 
per standard hour of production, for 
example: 


Cost Per Standard Hour of Production 


Direct 
Direct Labor 


Period Labor Excess Indirect Total 
Reference 1.66 .00 45 2.11 
Current 1.20 .05 34 1.59 
Standard 1.11 .02 28 81.41 


In this illustration, the figures for the 
reference period show what the costs 
were in terms of output prior to the 
installation of standards and controls. 
These figures show management where 
the costs once were and where they may 
return to if the program is not admin- 
istered properly on a continuous basis. 
The standard figures indicate what is 
expected. A comparison of the current 
figures with the reference and the stand- 
ard costs portrays the progress made to 
date and, also, what remains to be 
accomplished. 

The point to be made here is that 
some reliable tools of measurement of 
indirect as well as direct costs are 
needed if the ultimate in cost reduction 
is to be accomplished. And such a pro- 
gram should set up definite objectives 
and the means by which they can be 
checked currently for progress toward 
attainment. The result of this precedure 
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should be to highlight all points where 
costs can be reduced. 


MATERIAL STANDARDS 

Up to this point, the emphasis has 
been on the control of labor costs. 
Equal importance should be given to 
the cost of materials used, both directly 
aiid indirectly in the manufacture of the 
Raw purchased 
parts, supplies, tools, fuel, power, steam 
and other expenses can contribute a 
large part of the cost depending upon 
the products being made. Here, also, 
standards should be developed so that 
current material costs can be compared 
to soundly conceived objectives. 

[t may not be possible always to con- 
trol the price that must be paid for 
materials. However, it is possible to 
effect substantial reductions in the cost 
of materials by reducing consumption 
through control of yield, scrap and 
usage. For example, in the manufacture 
of slide fasteners the metal scoops are 
attached to a piece of tape. The tape is 
a relatively expensive item and any 
saving in tape is highly desirable. The 
operator of the machine can obtain a 
better yield of the tape by making 
proper machine adjustments and by 
giving closer attention to the operation. 
In one case the application of stand- 
ards and incentive to this operation im- 
proved the tape yield from 83% to 91% 
in a matter of weeks, a decrease of 
8.7% in tape cost. 


products. materials, 


INCENTIVES 

Good measurement is the foundation 
for the control of plant operations. It is 
the basis for incentive—for properly re- 
warding employees and supervisors in 
relation to their individual achieve- 
ments. Incentive means paying top 
money for top performance. For two 
reasons, incentive is necessary in order 
to make the controls fully effective. 
First, it is one of the most effective 
means of obtaining a high level of pro- 
ductivity, which brings about lower 
costs. Secondly, the day to day fluctu- 
ations in production and costs are re- 
duced under good incentive as compared 
with output where employees are paid 
only for the time they put in. 


PRODUCT COSTS 
The need for reliable product costs 
derived from the proper allocation of 
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direct labor, material and overhead to 
the various products is essential if the 
management is to know which lines are 
profitable and how far prices can be 
reduced to meet or better competition. 
Further, proper product costs are re- 
quired so that the management can 
anticipate the ultimate effect of either a 
gradual or a sudden shift in sales vol- 
ume between products. Think of the 
possible effect on profits and on plant 
operations of such a shift in a plant 
producing only two lines of product, 
one consisting of 80% labor and 20% 
material while the other is made up of 
20% labor and 80% material. Your 
imagination certainly, and possibly your 
experience, must tell you that even 
though sales volume in dollars remained 
constant, a shift in sales from one pro- 
duct to the other without a full realiza- 
tion of the consequence might have very 
serious repercussions throughout the 
plant. The ultimate in cost control then, 
is to reduce the cost per unit of product 
and at the same time provide the man- 
agement with a correct cost picture. 


UNDERSTANDING 

One word of caution. Don’t expect to 
install a modern cost control plan in 
your plant and get results without 
training and developing your organiza- 
tion to the point where it can under- 


stand the plan and can operate it. The 
job isn’t quick and it isn’t easy. But I 
can assure you that the advantages to 
be gained make it worth the effort. This 
thought is best expressed to my mind 
by the phrase “Don’t put airplane gas- 
oline in an automobile.” During the last 
war a friend of mine was a Lt. Colonel. 
He had a jeep at his disposal. One day 
someone, probably my friend, got the 
bright idea to put high octane gasoline, 
the kind used in airplanes, into the jeep. 
The expectations were great, the results 
very disappointing. The jeep kicked and 
balked and fimally boiled over — it 
couldn’t take it. But, as we know, if the 
jeep had been designed and developed 
to use high octane gasoline then, and 
only then, could it be expected to give 
the advantages of more miles per gal- 
lon, added power and faster and 
smoother response. 


OPPORTUNITY 

The opportunities for increasing pro- 
ductivity, for better profits, for increas- 
ing our standard of living are right here 
in your plants. To fully realize those 
objectives good cost control is one of 
the tools you need. Studying the subject, 
knowing all about it, understanding 
cost control is not enough—it must be 
used and it must be used well. 


STANDARD COST SHEFT — ASSEMBLY MODEL ASSEMBLY 
O DESCRIPTION Water pump body with 2 bushings STANDARD QUANTITY 200 
COST SUMMARY COST SUMMARY 
Date | Materat | Labor Burden | Total Date | Maternal Labor _—Burden 
12-3/-43|__.70 _|\.3396 | 5877 | 46273 | 
PARTS & SUBASSEMBLIES OPERATIONS 
#art No. Req'd = — Dept Labor Burden Cum. 
13-244\ / \.60\ - .60 - - 56 90 \l02\ 6 \./385\.2770| .4/55 
MW -127\ 2 \.0242\ 0364) 58 18 \_.7\ 5 |.0095|.0/43\ .4393 
O 58 4_|.0/72|.0258 | .4823 
G0 \20\ \8.0\| 4 \.0890|./424\ .7/37 
58 \25|/2 \/5\ 4 |.0/72\.0258 .7567 
58 - | 3 |.0/180\.0270 .80/7 
| 58 _|35| 72 |23| 4 |.0260|.0390 | 8667 
| 3154 |. 55/3 
| 
O | 
| | 
| 
| 
| 


(McGraw-Hill illustration from Cost Accounting, by J. H. March) 


Standard Costs based on the Standard Hour of Production are the best 
common denominator for effective evaluation of results. 
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--- Private Enterprise 


AM indebted to Betty Knowles 
Hunt for sending me a column she 
contributed to The New Hampshire 
Morning Union quoting from Gov- 
ernor Bradford’s own history of the 
Plymouth Bay Colony over which he 
presided. It is a story that deserves to 
be far better known, particularly in 
an age that has acquired a mania for 
socialism and Communism, regards 
them as peculiarly “progressive” and 
entirely new, and is sure that they 
represent “the wave of the future.” 
Most of us have forgotten that 
when the Pilgrim Fathers landed on 
the shores of Massachusetts they 
established a Communist system. Out 
of their common product and store- 
house they set up a system of ration- 
ing, though it came to “but a quarter 
of a pound of bread a day to each 
person.” Even when harvest came, 
“it arose to but a little.” A vicious 
circle seemed to set in. The people 
complained that they were too weak 
from want of food to tend the crops 
as they should. Deeply religious 
though they were, they took to steal- 
ing from each other. “So as it well 
appeared,” writes Governor Brad- 
ford, “that famine must still insue 
the next year allso, if not some way 
prevented.” 


O the colonists, he continues, “be- 
gane to thinke how they might 
raise as much corne as they could, 
and obtaine a beter crope than they 


had done, that they might not still 
thus languish in miserie. At length 
{in 1623] after much debate of 
things, the Gov. (with the advise of 
the cheefest amongest them) gave 
way that they should set corne every 
man for his owne perticuler, and in 
that regard trust to them selves . . . 
And so assigned to every family a 
parcell of land... 


“This had very good success; for 
it made all hands very industrious, 
so as much more corne was planted 
than other waise would have bene by 
any means the Gov. or any other 
could use, and saved him a great 
deall of trouble, and gave farr better 
contente. 


“The women now wente willingly 
into the feild, and tooke their litle- 
ons with them to set corne, which 
before would aledg weakness, and 
inabilitie; whom to have compelled 
would have bene thought great 
tiranie and oppression. 


“The experience that was had in 
this commone course and condition, 
tried sundrie years, and that amongst 
godly and sober men, may well 
evince the vanitie of that conceite of 
Platos and other ancients, applauded 
by some of later times;—that the 
taking away of propertie, and bring- 
ing in communitie into a comone 
wealth, would make them happy and 
florishing; as if they were wiser than 
God. For this comunitie (so farr as 


it was) was found to breed much 
confusion and discontent, and retard 
much imployment that would have 
been to their benefite and comforte. 

“For the yong-men that were most 
able and fitte for labour and service 
did repine that they should spend 
their time and streingth to worke for 
other mens wives and children, with 
out any recompense. The strong, or 
man of parts, had no more in devis- 
sion of victails and cloaths, than he 
that was weake and not able to doe a 
quarter the other could; this was 
thought injuestice . . . 

“And for men’s wives to be com- 
manded to doe servise for other men, 
as dressing their meate, washing their 
cloaths, etc., they deemd it a kind of 
slaverie, neither could many _hus- 
bands well brooke it... 


“BY this time harvest was come, 
and instead of famine, now 
God gave them plentie, and the face 
of things was changed, to the rejoys- 
ing of the harts of many, for which 
they blessed God. And the effect of 
their particuler [private] planting 
was well seene, for all had, one way 
and other, pretty well to bring the 
year aboute, and some of the abler 
sorte and more industrious had to 
spare, and sell to others, so as any 
generall wante hath not been among- 
est them since to this day.” 
The moral needs no elaboration. 
Henry Hazlitt—Newsweek 
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New Concept of 
A Fair Day’s Work 


by HAROLD R. NISSLEY 


Industrial Relations Division, Lampt Dept. 
General Electric Company 
Cleveland, Ohio 


Where ts the happy medium between 


the °*s peed 


demon” 


and the 


*job- 


stretcher?” 


oe eer it simple.” “What is normal 

effort?” “You can’t tell by look- 
ing at a person how fast he is working.” 
These are just a few of the pleas, ques- 
tions and affirmations of unions and 
management alike in their quest for 
minimizing grievances and each getting 
its just due. 


KEEP IT SIMPLE 

To those who insist upon a residue 
statement as “A fair day’s wages for a 
fair day's work” the writer has little 
quarrel except in the practical applica- 
tion of this simple hypothesis. When, 
for example, labor is asked how many 
hours of work they expect to do for 
eight hours of pay, the answer usually 
is eight hours. But when pinned down 
it is always less than eight hours (less 
by at least the many allowances such as 
personal, waiting time, fatigue, etc.). 
Likewise, management frequently points 
to a “speed demon” and says: “If John 
can keep up this pace for eight hours, 
then all the rest of you can.” 

Thus in an attempt to over-simplify 
these things, eye-to-eye seeing is impos- 
sible. The fact that industrial engineer- 
ing staffs have tripled in the last ten 
years is clear indication that neither 
management nor labor can lightly brush 
aside the fact that what has come to be 
accepted as a fair day’s work may vary 
by as much as 50 per cent within the 
same department; and when one goes 
from factory to factory, the percentage 
difference in worker effort is frequently 
even greater. 

It will not be the purpose of this 
article to explain the cause of these wide 
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differences in worker effort except to 
say that they arise in most cases from 
abuses and ignorance of both manage- 
ment and labor: The abuses of manage- 
ment in the past in arbitrary rate cut- 
ting; and the ignorance of management 
in attempting to simplify such a com- 
plex variable as a fair day’s work; the 
abuses of labor (past and present) in 
attempting to fool management before 
rates became permanent; and the ignor- 
ance of labor in accepting the “lump 
of labor theory”! and other deterents 
to efficiency in the belief that somehow 
labor will be better off if they peg their 
production or actually slow down on 
the job. An examination of all of these 
points of view proves them fallacious. 
Happily management has learned much 
in the last fifteen years; and labor is 
rapidly maturing, too. 

In conclusion it can be said that sim- 
plicity in such matters as a fair day’s 
work is difficult to maintain if accuracy 
under different operating conditions is 
to be maintained within tolerance limits 
of plus or minus 10%. “In our work 
we are surprised that so much of the 
past development by outstanding engi- 
neers seems to have been forgotten. The 
current drive to ‘keep it simple’ has re- 
sulted in standards set for somewhere 


1 The “lump of labor theory” advanced 
by one of the classical economists over a 
century ago and strongly adhered to by 
many labor unions means this: The 
amount of work to be done in a given 
factory or industry remains constant; any 
worker or group of workers, therefore, 
who work harder than necessary to keep 
their jobs really work their way out of 
jobs—they “kill the job.” 


between ‘low task’ and ‘high task’ being 
used on a one-for-one basis on the pres- 
ent ‘high task’ base rates with disastrous 
results. It seems that a plan must be de- 
signed for a problem, and the answer 
cannot always be simple.”—from a let- 
ter to the author by Mr. Carl T. Dunn. 


““WHAT IS NORMAL EFFORT?” 

This is a question that is often asked 
in the conference room and at profes- 
sional society meetings. Unfortunately 
seldom is a lucid definition or explana- 
tion given. The reason for this lack of 
clear-cut understanding is few people 
take the trouble to break such a concept 
down into its components. 

Only in the last five years, for exam- 
ple, there has developed two concepts of 
normal effort. One of these is a day- 
work concept; the other is a piece-work 
or incentive concept. The first is a slow- 
pace concept or a beginner’s pace; the 
second is the brisk pace? of an experi- 
enced incentive operator. In the first, 
the operator after going on incentive 
and after achieving a high degree of 
skill, will be able to increase his pro- 
ductivity from ten to fifty per cent and 
in extreme instances by as much as 150 
per cent’; in the second the normal 
operator cannot go much faster without 
undue or cumulative fatigue or without 
additional job simplification which he 
or management may undertake after a 
permanent standard is established. One 
of the big causes of “incentive creepage” 
is hasty setting of job standards before 
short-cuts have been worked out. This is 
often another example of management’s 
desire to “keep it simple’”—get the job 
done without too much fooling around. 
Obviously if a job is time studied on a 
one-handed basis and the worker dis- 
covers he has another hand that he can 


2 This brisk pace is called “high task” 
by Professor Charles W. Lytle in his book, 
Wage Incentive Methods, Ronald Press, 
1929 and 1942. 


3 Except in the case of new jobs it is 
interesting to note that most of these per- 
centage increases are not due to any speed- 
ing up of the operator after he is put on 
incentive. Rather it is due to more con- 
stant application—more of his time during 
his work day actually spent in working. 
Thus the company puts to work a silent 
monitor when it puts a worker on incen- 
tive—a monitor who is more diligent and 
more conscientious than any foreman: The 
selfish motivation of a person to get all 
he can out of a job or a company. 
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put to work increasing his productivity 
from twenty to fifty per cent, he is going 
to employ his “free” hand. Under such 
circumstances it would be better for all 
concerned to give this worker a liberal 
suggestion award (based on a percent- 
age of the first year’s savings) and re- 
establish a new rate because of an ob- 
vious change in method. And _ such 
changes show the necessity for carefully 
defining the conditions under which the 
original time study or rate was estab- 
lished: Hands used; distances traveled; 
break-off points; machines and mate- 
rials used; etc. 


Whereas at one time (before World 
War II) most industrial engineers fol- 
lowed the day-work concept of normal 
effort now there is a growing tendency 
for the larger firms and a growing num- 
ber of engineers to use the faster incen- 
tive concept. There are several reasons 
for this change which the writer will 
not go into here. It is enough to say that 
the final total pay of the worker under 
either concept of normal is pretty much 
the same so no one gets hurt in this shift 
in base-line thinking. 

Having established at least one fact 
about normal effort—that there are two 
accepted concepts of it—let us examine 
more closely what is meant by “normal 
effort” when an engineer speaks of it. 
“Normal effort” may be defined as “the 
effort (skill and energy) that an experi- 
enced worker puts into a job. This 
experienced worker cannot be any expe- 
rienced worker; he must be an experi- 
enced worker who in the judgment of 
the time study engineer is putting forth 
good effort while employing to the best 
advantage tools and equipment provided 
him.” 

Although not perfect, one definition 
of a fair day’s work (normal effort) is 
one which was used by the chief indus- 
trial engineer of a large steel company 
in an arbitration case: 

“A fair day’s work for which normal 
incentive compensation is paid is the 
amount of work which can be produced 
by an average qualified employee 
through the most effective use of effort, 
materials, and equipment while working 
a normal incentive pace during all por- 
tions of the work day other than that 
which is required for normal rest. 


“Normal incentive compensation is a 
figured percentage of the established 
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base rate, and it is usually about 25 
per cent. In other words, for incentive 
performance, the Company pays a pre- 
mium over the base rate which is a 
regular established hourly rate for the 
job. 

“An average qualified employee is a 
man who has been working on a given 
class of work long enough to have ac- 
quired the necessary skill and knowl- 
edge, one who is fitted for the work by 
nature, and one who possesses the re- 
quired intelligence and education to per- 
form satisfactorily the work at hand. 

“The most effective use of effort com- 
prehends the efficient application of the 
employee’s effort according to proper 
methods. For example, job elements 
which can be performed while the ma- 
chine is running should be so performed 
rather than to perform them while the 
machine is down. A further example is 
that all the job elements in the cycle of 
production must be performed in the 
established sequence and manner. 

“The most effective use of materials 
comprehends the proper handling and 
use of both processed and processing 
material. Tools, lubricants, and supplies 
must be used in the established work- 
manlike manner. It requires that all ma- 
terials be on hand in adequate quantity 
in the proper place and in proper con- 
ditions. 

“The most effective use of equipment 
comprehends the availability of the nec- 
essary amount of equipment which, 
when properly handled at standard 
speeds and with proper down time, will 
produce the production required by the 
standards. 

“The normal incentive pace compre- 
hends the proper handling of machine 


Judgment of machine speed can be 
confirmed with a speed indicator. 
Can effort be accurately rated? 


and tools at the maximum pace that can 
be maintained over the working day 
without harmful effects. The correct pace 
is established by trained time-study ob- 
servers using as reference or standards 
the pace that experience over a long 
period on similar equipment and tools 
indicates is possible.” 

Thus the crux of “normal effort” lies 
in the judgment of an engineer; the 
ability of that engineer to “speed-rate” 
a worker. 


SPEED-RATING AND ACCURACY 

With normal effort now hinging upon 
a speed-rating judgment factor, the ques- 
tion naturally arises how accurate can 
an engineer speed-rate a worker? 

This question in turn poses some in- 
teresting inquiries: (1) How accurate 
do you want this speed-rating? (2) 
What are the qualifications of the engi- 
neer doing the speed-rating? 

The fact that speed cops can judge 
accurately the speed of motorists travel- 
ing between forty and eighty miles an 
hour is evidence that fair accuracy can 
be achieved judging speed—accuracy 
that is within tolerances of plus or 
minus ten per cent. Most foremen who 
constantly check the speeds of their ma- 
chines with stop watches and_ tacho- 
meters get so they can tell the speed of 
a machine well within a ten per cent 
tolerance without the benefit of a watch 
or speed indicator (the reason they con- 
tinue to use indicators is most of them 
wish to reduce this tolerance down to 
plus or minus one or two per cent). 
There is no question, then, but what 
speeds can be judged accurately if the 
required tolerances are not too narrow. 

But note the above speeds are judged 
by speed experts—men who have speed 
measuring devices in their hands prac- 
tically every day. And these speed ex- 
perts are expert only in their particular 
speed ranges. A foreman in looking at 
a motor running 1750 r.p.m. might 
“suess” the speed to be 1700 but when 
asked to judge the speed of a motorist 
doing 75 miles an hour he might guess 
60 miles or even 90 miles; the speed 
cop who might laugh at such a wild 
guess would be surprised how far he 
was off in trying to judge the speed of 
the 1750 r.p.m. motor (at say 1000 
r.p.m. or 5000 r.p.m.). 

In much the same manner an experi- 
enced time study engineer can usually 
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* within ten per cent tolerance 


limits the speed rating of individual 
wo:kers. And the more experience he 
has had in speed rating workers, the 
closer he comes to actual performance 
rating most of the time. 

But is it not expecting too much of 
the engineer to say with certainty that 
a worker or a small group of workers 
wili average the production rate he sets? 
Does not such a position presuppose 
that all workers are of equal ability— 
or willingness to work? In other words, 
when the well trained industrial engi- 
neer sets a production standard he in 
effect says: “If there were 1,000 workers 
on this job and conditions remained un- 
changed—methods, materials, tools, etc. 
—then 500 of these 1,000 workers would 
produce within plus or minus ten per 
cent of the standard I have just set; 200 
would produce from ten to twenty per 
cent more than the standard I have set; 
another 200 would produce from ten to 
twenty per cent below the standard I 
have set; 50 would jump out ahead by 
from twenty to forty per cent above my 
standard (or the group average); and 
another 50 would drop to less than 
twenty per cent under my standard or 
the average of the group (a few of these 
50 might even go to sixty per cent of 
standard) .” 

Obviously 
American 
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there are few jobs in 
business today employing 
1,000 people on identical work. But 
there are any number of incentive shops 
having 1,000 or more people on incen- 
tives. So the same reasoning can be em- 
ployed as above even though the jobs 
and the hourly production standards 
may differ. Thus, if the average incen- 
tive pay for a shop is pre-determined at 
$1.00 and the shop average turns out 
to be $1.03 or $1.05 a pretty good in- 
dustrial engineering job has been done.4 
But where the shop average is $1.25— 
twenty-five per cent higher than was 
anticipated—the industrial engineering 
st2ff should have a pretty good story for 
management and the union. 

Where this has happened as in the 
Colt Arms Company during the war, 
management has been mostly to blame. 
In this Colt Arms case incentive workers 
were taking home from $6,000 to $12,- 
000 per year (compared with the $3,000 
to $5,000 yearly (frozen) salaries of 
foremen). It would seem that the union 
would be happy when its workers are 
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getting $1.25 an hour instead of $1.00 
which the company has agreed to. Imag- 
ine the state of mind of the steward of 
the hourly rated toolmakers employed 
by Colt—toolmakers who might have 
had a job classification of 12 compared 
with a number 1 or 2 rating of piece 
workers but whose wages were less than 
half those of the piece workers! 


PRACTICAL APPROACH 
TO NORMAL EFFORT 

Because normal effort up to recently 
has been the province of trained indus- 
trial engineers—usually one engineer— 
much distrust and misunderstanding has 
resulted. As a result several methods 
have been used to remove this suspicion 
and distrust: 


1. Joint selection of operator(s) 
to be time studied by both foreman 
and union steward. The engineer 
under such a set-up should make 
clear the qualifications for a nor- 
mal operator. /f a mutually agreed 
upon normal worker can be found 
doing the job in question in the best 
prescribed manner and if this oper- 
ator’s cooperation can be enlisted 
during the time study (or studies 
where greater accuracy than plus 
or minus 10% is desired), an ideal 
situation exists. 

2. Pace-rating experiments of 
walking and card dealing have been 
developed for foremen and union 
officers. These are designed to give 
those in “official” capacity some 
idea of what normal effort is and 
particularly changes in pace. 

3. Filming certain key jobs and 
group rate these jobs. The movies 
of these jobs are usually taken at 


4 The reason it would be a practical im- 
possibility to have the shop average come 
out to the industrial engineer’s 100 per 
cent point is because of the tolerances he 
is operating in. If his standards are set 
within the plus or minus ten per cent 
tolerance limits. pressure will be exerted 
to loosen up the ones on the tight side and 
the union contract will prevent the com- 
panv’s doing anything about the ones on 
the loose side. It would be a fair and prac- 
tical working rule for both management 
and the union to have an understanding 
that for every standard the company 
changed in the union’s favor the union, in 
turn, would allow the company to tighten 
up a loose standard. Even this quid pro 
quo has certain objections especially from 
the union point of view. 


standard speeds even though it is 
later agreed that the operator was 
working above or below “normal.” 
By changing the speed of the pro- 
jector from say 1000 frames per 
minute (r.p.m.’s) abilities to detect 
changes in pace can be measured; 
thus if the group rates an operator 
as a 90 per cent operator and the 
projector is speeded up from 1000 
frames per minute to 1100 frames, 
a perfect rating score would be 99 
per cent; and the foreman who 
rated such a performance at 120 
per cent would be 21 per cent loose. 

4. Filming certain common 
tasks such as walking. The steel 
companies spent $50,000 for a film 
to define one paragraph in their 
union contract — normal effort! 
This film concentrates to a great 
extent on the common task of walk- 
ing using three walking speeds 
(thus making it unnecessary to 
change the speed of the projector: 
70 per cent of normal; 100 per 
cent; and 130 per cent). The film 
is intended for use to train non- 
technical people — foremen, stew- 
ards, and even some operators — 
in pace recognition. 


CONCLUSIONS 

Anyone insisting upon keeping the 
concept of a fair day’s work simple is 
asking for all sorts of loopholes. It is 
easier to define a fair day’s wage; for 
this can be arrived at by comparison of 
similar competitive jobs in the com- 
munity. 

It is possible to arrive at a fair day’s 
work figure on a given job if enough 
time is permitted. As with most other 
operating problems the time and money 
spent in getting a production figure will 
be a compromise in most cases. For 
short run jobs or jobs in which the la- 
bor content is low, accuracy will be sac- 
rificed for expediency. For continuous 
run jobs or jobs involving a large num- 
ber of workers not only should high 
grade industrial engineering talent be 
employed but such talent should not be 
hurried into making premature final de- 
cisions merely for the sake of “getting 
the ‘people’ on standard.” 


The author is indebted to Mr. Carl T. Dunn, 
Vice President of Albert Ramond anJ Asso- 
ciates, for his criticism of parts of the manu- 
script. 
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Left to Right—Front Row: E. C. Johnson, President of the Boston Chamber of Commerce 
and H. A. Johnson Company; Fred V. Gardner, of Fred V. Gardner and Associates; 
C. C. Withers, General Manager of Towle Manufacturing Company; Robert Tonan, 
President of Peter Gray Corp. and Boston Chapter National Metal Trades Association. 
Left to Right—Rear Row: John G. Dorsey, Vice-President Boston Chapter; Willard 
Gardner, Chapter President; Earl Harner, Secretary; Arthur G. Chamberlain, Jr., 


Treasurer. 


CHICAGO CHAPTER has lined up the fol- 


lowing speakers for their Annual Manage- 
ment Personnel Conference, February 2, 3 
and 4: Ernest Reed, Director of Education 
and Training, International Harvester 
Company; Harold Smiddy, Vice-President, 
General Electric Co.; George Smith, Presi- 
dent, Johnson & Johnson; William A. Pat- 
terson, President, United Air Lines; and 
several others. Dr. Joseph W. Towle of 
Northwestern University School of Com- 
merce is serving as general chairman of 
the conference. 


DR. BILLY GOETZ, Vice-President of Re- 


search, Dayton Chapter, is receiving en- 
thusiastic congratulations on the success 
of his new book “Management Planning 
and Control” just published by McGraw- 
Hill. ApvANcED MANAGEMENT published 
part of the book when it was first deliv- 
ered as a paper, “Tomorrow’s Cost Sys- 
tem,” at the April, 1947, meeting of the 
Chicago Chapter. 


DR. RAYMOND A. KATZELL President 
of the Central New York Chapter and 
member of the Committee on Human Re- 
lations, was promoted to the post of Direc- 
tor of the Psychological Services Center at 
Syracuse University. He will continue to 
head the Center’s Industrial Service. 
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MONTREAL CHAPTER is completing 
plans for an Industrial Engineering Con- 
ference on Friday, March 24th, at the 
Mount Royal Hotel in Montreal. The gen- 
eral theme is to be “Profits, Security and 
Industrial Engineer.” Phil Carrol, Keith 
Loudoun, Allan H. Mogenson and Jack 
Schwab will be among the panel speakers 
with Ralph Presgrave as General Chair- 
man. Conference Co-ordinator in charge 
of registration is J. A. McLean, Dominion 
Rubber Co., Ltd., 1806 Notre Dame St.. 
E. Montreal. 


HAROLD B. MAYNARD founder and 


president of the Methods Engineering 
Council, Pittsburgh, and a past-president 
of the Society for the Advancement of 
Management, was awarded the Melville 
Prize Medal for “the best original paper 
or thesis on any mechanical engineering 
subject presented before the ASME the 
previous year.” Mr. Maynard was given 
the award for his paper, “The Role of 
Scientific Management in World Recov- 
ery.” The medal was presented at the 
American Society of Mechanical Engi- 
neers 70th Annual Meeting. 


BOSTON CHAPTER’S December Ist meet- 


ing was highlighted by Fred V. Gardner’s 
talk on “The Function of Break-even 
Points in Industry.” Five groups from this 
chapter, each with more than 15 members, 
has embarked on a series of round-table 
discussions based on the Harvard “case 
studies.” Results are reported to Mr. Carl 
Wilson who is in charge of the round- 
table committee. 


WORCESTER CHAPTER president, An- 
drew B. Holstrom—Vice-President of the 
Norton Company—has been elected Mayor 
of that city. 


Emerson Trophy Standings 
Chapter Performance Award Plan 
As of November 30, 1949 


TOTAL 
CHAPTER POINTS 
1228 
1148 
776 
548 
411 
346 
338 
326 


Indiana Chapter of S.A.M. visits U. S. Naval Ordnance Plant, Indianapolis. 
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Labor Roundup 


By Paul A. King 


Assistant to the Director of Personnel Administration of the 
Bigelow-Sanford Carpet Company; Member of the New York Bar 


A Merrier Xmas Was Had 

\s the result of a unique labor settle- 
ment, workers of the Unit Crane and 
Shovel Corporation of Milwaukee had a 
merrier Christmas than expected. 


Faced with a decreased volume of busi- 
ness a month or so before Christmas, the 
company was forced to drop from a 40- 
hour week to a 32-hour week. 


It wasn’t long before the President of 
the Local (United Steelworkers, CIO) re- 
minded management that because of the 
short week and the day rate system the 
Company wasn’t getting an honest count. 
He claimed, “You just couldn’t expect 
workers to work hard on a 32-hour basis 
when they realized that it would merely 
mean perpetuation of the reduced work 
week or an even shorter one.” 


The Company and Union agreed to this 
solution: If the workers consented to put- 
ting in an honest day’s work as long as 
there was work to do, the Company would 
guarantee a 40-hour week at least until 
the first of the year. If the Company ran 
out of work, it would retain the privilege 
of even putting the men to work sweeping 
out the plant. 


How has this arrangement worked out? 
If you’re curious drop a line to reader 
George W. Mace of the Company who 
told us about the settlement. 


Ed. Note: This is your column. Just as 
George Mace did, use it as a means of 
exchanging labor relations information 
with other readers. 


Too Hot to Work? 


How hot must it be to justify workers’ 
walking off the job in violation of a no- 
strike, no-work stoppage clause? Right 
now, with snow on the ground, it’s no 
problem. But each summer it becomes a 
hot issue. Here’s how an arbitrator solved 
it (put the item in your follow-up file for 
June). 

Some of the employees of a New Eng- 
land Textile Company refused to work one 
very hot July day. Others braved the ex- 
cessive heat and poor ventilation of the 
workroom without any ill effects. Those 
employees who refused to work were fired. 

Arbitrator Maxwell Copelof who heard 
all the facts ruled that there was a con- 
certed action by those who refused to work 
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that was in violation of the spirit and 
letter of the contract. The non-workers, he 
ruled, should be disciplined by a loss of 
earnings — but not by discharge. The 
union steward, however, who apparently 
urged the employees to stay out could be 
fired. (Paramount Printing Award, 13 LA 
143.) 


Who’s A Boss? 


Assume that one of your employees 
operates a machine 4 days a week. On the 
5th day, he acts as a supervisor. He doesn’t 
touch the machine. Is he a boss or worker? 

Three of the five members of the Na- 
tional Labor Relations Board ruled that 
such employees are supervisors and as 
such must be excluded from a rank and 
file bargaining unit. (Jn re Texas Com- 
pany, 85 NLRB No. 206, 24 LRRM 1540) 

They felt that: 


“During the days when these .. . 
individuals occupy (supervisory) po- 
sitions, they exercise the privileges 
and _ responsibilities of supervisors. 
Because they regularly serve as super- 
visors for fixed and substantial peri- 
ods during the course of their weekly 
employment, we believe that their 
interests are closely tied with those 
of management and conclude that 
they were ineligible to vote in the 
election.” 


Two dissenting Board members favored 
a previous ruling of the Board which was 
overruled by the present majority. The 
overruled decision said that “interest fol- 
lows work.” A worker who spent 50% or 
more of his time in non-supervisory activ- 
ities was a rank and filer. (Magnolia 
Petroleum 79 NLRB, No. 126, 22 LRRM 
1469. ) 

More recently the United States Su- 
preme Court left undisturbed a previous 
decision of the Circuit Court that an em- 
ployee is a supervisor if he has the 
authority to act as one. 

He does not have to use his power. 
(Ohio Power Company.) 


Aid for the Employee 
Magazine Editor 

The National Association of Manufac- 
turers has come to the aid of employee 
newspaper editors with a new “Service 
for Employee Publications.” The editor, 


pushed for bright ideas to improve his 
publication, can now turn to the new NAM 
service for practical techniques and fea- 
tures selected from the country’s leading 
company papers. The selections are actual 
reproductions of articles and features that 
have gone over well. Richard R. Bennett, 
Public Relations Press Director of the 
NAM, 14 West 49th Street, New York 20, 
will be glad to tell you about the service. 


Branch Employees Borrow 
Books by Mail 

Westerns, humor, mysteries, biographies, 
whatever your taste in reading, if you are 
an employee of one of the branches of the 
Michigan Bell Telephone Company, you 
can borrow a book from the company 
library by mail. The library, operated by 
the personnel department, has developed 
effective forms for recording receipts and 
expenditures, reservations and the other 
bookkeeping required in a_ professional 
library. 


Reemployment Rights for the 
Veteran Who Walks Off the Job 
If a worker “walked off the job” with- 
out telling his boss why and later on he 
entered military service, is he entitled to 
the reemployment rights provided by law? 


We are told by the Bureau of Veterans’ 
Reemployment Rights (U. S. Department 
of Labor) that the answer is Yes. The 
answer would still be Yes even if months 
lapsed between his quit and his entering 
service if his “purpose, objective, motive, 
and primary cause in leaving the employ- 
ment was to enter military service.” It is 
up to the employer to show that the em- 
ployee had other impelling reasons for 
quitting. 

Incidentally, the official opinions of the 
Bureau on the reemployment rights of 
veterans can be secured through the Bur- 
eau’s “Field Letter.” The Letter also con- 
tains summaries and discussion of court 
decisions on the subject. To receive copies 
as issued, write to the Bureau of Veterans’ 
Reemployment Rights, U. S. Department 
of Labor, Washington 25, D. C. 


BLS Data for Collective Bargaining 

A year or so ago the head of the Bureau 
of Labor Statistics complained that not 
enough business men were taking advan- 
tage of the information available from his 
Bureau. 


The Bureau has a wealth of material 
that is helpful—particularly in collective 
bargaining negotiations. Keep posted on 
BLS bulletins, releases, articles, specimen 
contract clauses, statistics and forthcom- 
ing publications by asking the Bureau to 
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(Labor Roundup, continued) 


put your name on the list to receive their 
monthly: “Publications of the Bureau of 
Labor Statistics.” 


Opening Your Books to the Union 

The large corporation, today, furnishes 
its employees with a copy of the financial 
statement sent to stockholders; or pre- 
pares a special “picture” edition for them 
that contains the same information in 
easier-to-read form. 

This idea, however, has not been picked 
up by the average small corporation for 
many good reasons. But if the recommen- 
dation of an NLRB trial examiner stands 
up, it might just as well. 

The examiner ordered a southern har- 
ness-maker to furnish the union with: 


(1) The corporation’s capitalization. 

(2) Amount and rate of dividends since 
previous contract with the union. 

(3) A break-down of manufacturing 
costs including wages, raw mate- 
rials, salaries of officials, depreci- 
ation and overhead. (Southern 
Saddlery 24 LRR 319.) 


During negotiations with the union over 
a demand for a wage increase, the com- 
pany had claimed financial inability to 
increase wages in view of bad business— 
competition was stiff, mechanization of 
farms cut down the demand for harnesses 
and so on. But, according to the examiner, 
“it refused to produce any information 
which would substantiate its position or 
which would enable the union to discuss 
intelligently respondent’s contentions or 
enable it adequately to represent the em- 
ployees.” 

The trial examiner’s opinion is in line 
with NLRB policy. In the Allison case 
(21 LRRM 2238) the employer had to 
furnish the union with information about 
its merit raises; in the National Grinding 
Wheel case (21 LRRM 1095) the em- 
ployer had to furnish the union with job 
rate and classification data so that the 
union could bargain on wage rate 
grievances. 

Although employers may have to furnish 
the union with such information about 
their business, they do not have to: 


(1) furnish it in the exact form re- 
quested ; 

(2) show the union the books as long 
as the required data is given and 
it can be verified by an independent 
outsider ; 

(3) furnish it in writing if by fur- 
nishing it orally it is not so bur- 
densome or time-consuming as to 
impede collective bargaining (Cin- 
cinnati Steel Castings, 24 LRRM 
1657.) 
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The Management Bookshelf 


Cases on Labor Relations, by Harry 
SHULMAN and Net W. CHAMBERLAIN, 
1949: Foundation Press. $8.00. 


hae spread of collective bargaining 
in this country has entailed the 
development of standards and rules in- 
stead of arbitrariness and authority 
in labor relations. Many of these stand- 
ards and rules are the direct doings of 
management and organized labor, nota- 
bly in the negotiation of new labor 
contracts. But numerous facets of the 
growing body of “industrial jurispru- 
dence” have been molded by arbitrators 
rendering decisions in disputes that arise 
during the life of the contract—so-called 
disputes of rights—simply because arbi- 
tration, rather than militant conflict, has 
become the common method of settling 
such disputes. 

This volume contains a wide variety 
of these decisions. It represents the most 
exhaustive accumulation of such cases 
known to this reviewer. The reader will 
find material on: work assignments, dis- 
cipline, promotions, demotions, wages, 
hours, layoffs, recalls, overtime pay, va- 
cations, etc. The authors have selected 
discriminately enough to afford the 
reader a “feel” for many issues that 
arise during the life of the collective 
bargaining contract. The reader will also 
find conflicting opinions by different 
arbitrators on “similar” issues, which 
should prove both instructive and stimu- 
lating. 

The numerous cases in this volume 
serve to underline certain important 
facts about the arbitration of disputes 
that arise between management and the 
union in the course of ‘administering a 
contract. Some of these are worthy of 
note. First, there are no general princi- 
ples of sufficient operating precision in 
terms of which such disputes can be 
easily handled. The arbitrator’s basic 
function is clear enough in all cases: to 
hand down an award which will best 
meet the needs of both parties. But what 
constitutes the needs of the parties will 
vary from situation to situation depend- 
ing upon the personal and institutional 
forces at play. An “ideal” decision in 
the UAW-Ford contract might prove 
totally unworkable in the UAW-GM 


agreement. The very role assigned to the 
arbitrator will itself vary from case to 
case precisely because of these institu- 
tional and personal factors. 

Secondly, the assertion that an arbi- 
trator in a dispute of rights does not 
make policy is totally erroneous. It is 
obvious that when the arbitrator is 
called upon to render a decision on a 
point not covered at all in the contract, 
his decision is as much a policy stand- 
ard as that of an arbitrator deciding a 
dispute of interests. Less obvious, but 
equally important, is the fact that even 
in decisions involving the interpretation 
of the contract, the arbitrator is making 
policy. The contract is not drawn so that 
any such dispute can be settled by an 
“intelligent reading of the agreement.” 
Instead, there are implications and 
nuances which are anything but self- 
evident. And it is the arbitrator’s views 
on these matters that become the stand- 
ards by which the parties must live. To 
deny that this is policy-making is to split 
hairs but ignore reality. 

Finally, and stemming from the pre- 
ceding comments, the arbitrator has a 


far more difficult task than merely ~ 


“splitting the difference” in all cases. 
His is a function which calls for a real 
contribution to the problem. Among 
other things, he must be in a position to 
discern factors in the situation which 
escape the parties and which, when skil- 
fully applied, make for a more work- 
able solution. In a word, the successful 
arbitrator must be constructively imag- 
inative. And his ideas are no less “cre- 
ative” (lasting?) simply because they 
stem from the hard facts of reality in- 
stead of being conceived in the ivory 
tower of academic insulation. 

This volume should prove of great 
value to management, labor leaders, 
arbitrators, scholars, and government 
officials. It affords guideposts for the 
settlement of future disagreements of 
certain types between management and 
labor. But there is more: Skilfully in- 
terpreted, these cases can serve a pre- 
ventive function by encouraging prac- 
tices on the part of both management 
and unions which would avoid the 
emergence of similar disputes. 

JOSEPH SHISTER 
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